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THE WAGE DRIVE 


HERE is now a concerted drive to 

break down the Little Steel wage 
formula. It would be pierced substan- 
tially if the $2. a day increase in wages 
to coal miners were granted. In addi- 
tion, other labor leaders are reported to 
be pressing to change the rise permitted 
by the formula to 20% from 15% but 
the W.L.B. has decided to resist this 
pressure for the present. The basic ar- 
guments advanced by labor are the in- 
effectiveness of price ceilings, black mar- 
kets, and the rise of 23% in the living 
cost index. 

Do the facts warrant labor’s claim for 
higher wage rates? Wage rates have 
advanced substantially more than the 
cost of living since September 1939 and 
total weekly earnings (due to overtime, 
fuller work, etc.) have increased more 
than 60%. The real position of labor is 
found in a comparison between this lat- 
ter figure and the 23% rise in the cost of 
living index. It is true that many groups 
have not had an equivalent rise—but 
these are mainly the unorganized and 
hence less vocal groups of workers, pro- 
fessional people, beneficiaries of trusts 
and others living on fixed incomes. The 
new drive is not on their behalf and its 
success would make their position even 
worse. The refusal of the W.L.B. to 
abandon the Little Steel formula, there- 
fore, is a sound one. 

So far as Mr. Lewis is concerned, isn’t 
it time we stopped the practice of mak- 
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ing special arrangements to settle his 
grievances? A duly constituted War 
Labor Board exists to handle these mat- 
ters. Mr. Lewis and his miners should ° 
deal with this agency the same as other 
labor groups have done. If he fails tu 
abide by its decision and calls a strike 
there is only one choice open to the Pres- 
ident, if the entire stabilization program 
is not to be imperiled. He must back up 
his W.L.B. by sending in the troops to 
protect those who are willing to work 
and give orders to Selective Service that 
strikers eligible for the Armed Forces 
be reclassified for immediate induction. 
It is certain that many miners are high- 
ly patriotic and would respond to the re- 
quest of the President. 


Labor undoubtedly has a logical griev- 
ance in the failure of the program -to 
stabilize food costs. But this can still 
be done, if O.P.A. will devote all its en- 
ergies to stabilizing products in the cost 
of living index (forget about furs and 
artificial flowers for the present) and 
Congress will approve the use of subsi- 
dies to make possible stability of these 
basic products and repudiate efforts by 
the farm bloc to raise prices further. The 
Presidential veto of the Bankhead Bill is 
a step in the right direction. Effective 
stability in living costs will eliminate the 
principal argument for higher wages. In 
the absence of such a program the forces 
of inflation will press forward at an ever 
increasing rate. 








ATENTS are among the various 
“privileges and protections” of in- 
dustrial life which are undergoing modi- 
fication as a result of war and social 
trends. The rapidity of technological 
developments, always spurred by war 
emergency, together with the TNEC dis- 
closures will probably necessitate a re- 
view of the whole concept of patent regu- 
lation. The Alien Property Custodian’s 
“pool” of many thousands of alien pat- 
ents, while recognized as a desirable and 
necessary emergency step, is raising 
questions applicable to peacetime policy. 
Moreover, voluntary sharing of patent 
processes among industrial competitors, 
and gifts of patents to the government 
by military, educational and private in- 
ventors reflect a new cooperative role for 
patent usage. 


Unable to keep up with the increased 
efficiency, economy or standards of tech- 
nical improvements, or to develop suffi- 
cient inventions to work out exchange 
or royalty arrangements, as compared 
with their big brothers possessed of 
large research facilities, small enter- 
prises often have a precarious position. 
Liable to be outmoded, outproduced and 
outpriced by better techniques developed 
in the laboratories of big business, they 
are becoming more and more insecure as 
investment risks. Unless they can find 
some way to compensate they may face, 
in many lines, either merger or bank- 
ruptcy, especially where they are not 
readily adaptable to manufacture differ- 
ent products. 


Two alternatives are available: crea- 
tion of joint research and laboratory 
facilities by smaller firms in associated 
types of products or modification of 
patent laws to assure their access to pat- 
ents under appropriate royalty arrange- 
ments. There seems to be no responsible 
dissent from the view that inventors, 
whether private or corporate, are entitled 
to ample protection to enjoy the financial 
fruits of their discoveries. Some other- 
worldly theorists maintain that inven- 
tors would keep on inventing for the 
sheer love of it, but this is to reckon 


PATENTS, RESEARCH AND SMALL INDUSTRY 
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without the fact that modern invention 
is costly. It is necessary to have a sport- 
ing chance to recoup these expenses on a 
commercially attractive basis or the in- 
centive to spend millions on research will 
be destroyed and the progress of private 
enterprise would languish. 

A vast store of new or better goods 
is being created for post-war produc- 
tion; the patent policy board appointed 
by the President last January should 
focus attention on the means for their 
development. But the extent to which 
these may stimulate small industries is in 
large measure a matter of their willing- 
ness and ability to cooperate in estab- 
lishing joint research facilities; in large 
measure a matter of the permanent pol- 
icy with regard to the opportunity they 
may have to use patents on a royalty 
basis. We cannot afford the dislocations 
of men, money and machines which have 
characterized technological progress in 
the past, with resulting corporate casual- 
ties. 


More Hours for Bank Employees 


The Cincinnati Regional War Labor 
Board has approved a four-hour increase 
in the work week of 184 employees of the 
First National Bank. They will receive 
time and a half for the overtime. The bank 
had applied for lengthening the work week 
from 40 to 44 hours because of extra work 
required by the sale of War Bonds, handling 
of war industries’ accounts and inability to 
maintain an adequate staff at present sal- 
ary rates. 


—_——$—$ $$ 
Model Labor Law Enacted 


A new labor law has recently been en- 
acted in Kansas to secure equal rights for 
the worker, employer, and public. Unions 
must file information regarding their fi- 
nancial position, fees, and dues with the 
Secretary of State, workers may join or 
refrain from joining labor unions. It out- 
laws sit down strikes, protects the employee 
against coercion or intimidation by either 
employers or union leaders, protects the 
right to organize unions, and prohibits juris- 
dictional disputes and violent picketing. 
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WHY SEPARATE VICTORY AND WITHHOLDING TAX? 


UBLIC discussion concerning the 

Ways and Means Committee’s pro- 
posed withholding tax plan has been con- 
centrated upon its failure to adopt the 
Ruml plan for pay-as-you-go taxation. 
The withholding feature of the Commit- 
tee’s proposal, however, has not been 
given the attention which it requires. To 
clarify the pay-as-you-go issue, Represen- 
tative Carlson had agreed to modify his 
Bill, which incorporated the essential 
features of the Ruml plan, so that the 
withholding tax feature would be the 
same as that proposed by the House 
Committee’s plan. This called for a 20% 
withholding tax to be deducted at the 
source. The tax consists of two parts, 
a 17% tax upon earnings in excess of 
specific exemptions approximating exist- 
ing personal credits and a 3% victory tax 
on all earnings in excess of $624. Each 
employer and employee would therefore 
have to make two separate calculations 
in order to determine the amount of tax. 


Adoption of the withholding principle 
would make it possible to eliminate the 
victory tax from our structure, as its 
purpose is accomplished by the new tax. 
It would be far better to incorporate the 
victory tax in our income tax structure 
by increasing the income tax rates by 
5% so that at the lowest level the in- 
come tax would start at 24% instead of 
the present 19% plus the 5% victory tax, 
and then treat part of the total as a 
postwar credit as was originally pro- 
vided in the victory tax. Such a measure 
would make the tax simpler than that 
proposed by the House Committee with- 
out sacrificing any income which might 
be derived under the more complicated 
structure. In our concern to adopt a 
workable pay-as-you-go plan, such as that , 
proposed by Mr. Ruml, we would be ill 
advised to overlook any unnecessary com- 
plexity in the proposed withholding tax, 
with consequent higher costs of compu- 
tation and administration. 


VICTORY GIFTS FOR EMPLOYEE INCENTIVE 


NCENTIVE bonuses of various kinds, 

from merit certificates to cash in the 
four figures, have proven their efficacy 
in raising production in peace and now 
in war. Captain Rickenbacker and oth- 
ers who know from actual experience, 
have given as their considered opinion 
that production can be greatly raised by 
the more efficient working of the present 
labor forces,—if they can all get into 
“high gear” as some have done so not- 
ably. Extra reward for extra work has 
always been the American way, and a 
well-planned program of financial incen- 
tives would probably do more to increase 
the flow of vital war material and essen- 
tial civilian supplies than all the mobili- 
zation shuffling plans put together. 

But instead of paying them out in cur- 
rent cash to add to the already top-heavy 
purchasing power pressure and thus en- 
couraging inflation, very thoughtful con- 


sideration might be given to “after-vic- 
tory” benefits. Payments made during 
the war could be put in escrow or trus- 
teed in various ways that would give the 
worker actually greater advantages, in 
assuring him of the greater choice of 
goods or services that will be available 
after the war or certain ones which are 
now curtailed. For example, instead of 
cash bonuses, a life insurance annuity 
could be presented or war bonds pur- 
chased and held under escrow agreement 
to release only after the war is over or 
upon certain emergencies. Orders could 
be drawn for purchase of automobiles or 
airplanes or the building of a home when 
these again become available to civilians; 
or travel orders or travellers’ cheques 
could be issued to the qualifying em- 
ployee which would enable him to look 
forward to that long-hoped-for trip, 
whether to Yellowstone Park or Hawaii 
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or the scenes of the great battles that he 
is helping to win. Travel has a universal 
lure and can be looked forward to with 
even more relish than the spending of 
ready-money. 

Such “gifts now for post-war delivery” 
would appeal to all patriotic labor as both 
incentive and objective, and be in the na- 
tional interest of sound fiscal policy. An 
adaption of the “Deferred Payment” 
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idea, already introduced and in operation 
in Hartford, it would have the added 
virtue of building up post-war buying 
power. Applicable to employees of the 
smallest to the largest corporations, of 
mines, mills, banks, or shops, incentive 
or bonus is more needed now than ever, 
and will be more useful to its recipient 
as a victory gift—a doubling of the cause 
for celebration of the peace to come. 


RATIONING IS UNNECESSARILY COMPLEX 


HE combination of price fixing, in- 
creased incomes and the diversion of 
supplies to the Armed Forces and to our 
Allies has left us with no alternative to 
the rationing of a substantial and in- 
creasing number of food products. With 
the recent extension of such restrictions, 
all major foodstuffs are now included 
except fresh fish, fresh fruits and vege- 
tables, cereals, milk, poultry and eggs. 
Undoubtedly, rationing of several of 
these unrationed items will be necessary. 
The combination of meats, fats and 
cheese in a single program, however, is 
unfortunate. There are many reasons 
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General Motors provides graphic illustra- 
tion of adaptability of big industry in con- 
version to war products and step-up rate of 
production. With multi-shift and more days 
per week operation, output has been prac- 
tically doubled. 


why separate programs would have been 
more desirable: 

1. These products are not fully sub- 
stitutable. 

2. The program violates a funda- 
mental principle of rationing, namely 
that each person should be able to obtain 
a minimum share of each necessary of 
life. 

3. It will be impossible to equate sup- 
ply and demand in each shopping area. 

4. Perishable products should not be 
rationed on a points system. 

5. The combined program appears to 
be administratively more complicated 
than separate programs. 

It would have been more desirable to 
have established three separate rations 
with consumers securing uniform quanti- 
ties of each, similar to the sugar and cof- 
fee programs. The various fats could be 
rationed as a group with a limit placed 
on the amount of butter permitted to 
each consumer. In order to overcome the 
inequities of a quantity ration, meat 
should be defined to exclude cuts with a 
high percentage of bone and fat content. 
If this is done, each person will receive 
a minimum ration of meat and be able 
to supplement this quantity by purchases 
of “off-the-ration” items. 

Rationing programs ought. to be as 
simple as possible, since they: affect, the 
entire population and take unnecessary 
time of worker-consumers as well as of 
administrators. Complex programs must 
be avoided unless they offer greater ad- 
vantage over simpler systems than has 
been demonstrated in the recent fuel oil 
and meats-fats-cheese programs. 
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BLACK MARKETS AND EMPTY FOOD SHELVES 


HE maldistribution of food supplies 

has been becoming more acute during 
the past few months. Black markets 
have been growing at an alarming rate. 
According to O.P.A. Administrator, 
Prentiss Brown, court actions against 
1025 individuals accused of participating 
in black markets in meats alone were 
started from January 15th to March 
11th. While a substantial proportion of 
our food has been diverted to war needs, 
thus curtailing supply of some foods be- 
low pre-war levels, the basis on which 
price ceilings have been established by 
the O.P.A. has also been a contributing 
factor in causing this critical situation. 
Reports from various cities show that 
black market commodities as well as legi- 
timate goods have been flowing to those 
areas where price ceilings have permitted 
a slightly larger net return to producers 
and distributors. 

Provision must be made to equalize 
transportation costs so that the maldis- 
tribution of supplies which have been 
so typical under O.P.A. ceilings will be 
tribution of supplies. which has been 
eliminated. In addition, the failure to 
fix prices at producers’ levels has encour- 
aged the diversion of large supplies away 
from the regular channels of distribu- 
tion to the black markets. This is reflect- 
ed in the sharp declines in marketings of 
animals in recent weeks as compared 
with a year ago. Many of the distribu- 
tors accused of participating in the black 
market have had the choice of paying 
above O.P.A. ceilings or not getting sup- 
plies and going out of business. As Her- 
bert Hoover has recently pointed out, “A 
price and distribution method which 
stifles production, produces great areas 
of scarcity, allows the constant spread of 
black markets, that in consequence de- 
prives the poorest consumers of their just 
share of food, is amply subject to criti- 
cism.” 

Rationing will undoubtedly improve 
this situation to a considerable extent. 
However, the grouping of such unrelated 
products as meats, fats and cheese in a 
single ration will mean that rationing 
cannot be fully effective in equalizing 


supplies between communities because 
their flow will continue to be guided by 
price differentials, with those commun- 
ities that yield higher net returns to 
producers being given first preference in 
the honoring of ration coupons. The 
O.P.A. must reorient its price policy if 
chaos in our food distribution system is 
to be avoided. The theory that fixing 
prices at the distributors level will limit 
prices that can be paid to producers and 
thus control such prices has proved un- 
workable. The suggestions of Mr. 
Hoover and others that prices must be 
fixed at the early stages of production 
would seem to be a more logical approach 
to this problem, especially since this 
early policy has only resulted in the dis- 
appearance of supplies into illegal chan- 
nels. Limitations on civilian food sup-, 
plies which may result because of the 
manpower situation and the war needs, 
are in many instances unavoidable but 
it would be intolerable to accentuate 
these difficulties by the continuation of 
a poorly conceived price control program. 

The appointment of Chester Davis as 
head of the Food Administration furn- 
ishes a splendid opportunity to effect the 
reorganization so necessary to the suc- 
cessful handling of this problem. What 
is needed is the counterpart of the Brit- 
ish Ministry of Food; that is, one agency 
with full control over supplies, prices, 
subsidies and rationing of food products. 
The price and rationing functions of 
O.P.A. should be transferred to the Food 
Administration which should then be 
organized along commodity lines. Until 
this step is taken, the confusion and lack 
of coordination which have characterized 
the handling of the food shortages to 
date will remain, with the consequent 
impairment of morale on the home front. 


John W. Houser has resigned as director 
of the public utilities division, SECUR- 
ITIES AND EXCHANGE COMMISSION, 
to join the Board of Economic Warfare in 
North Africa. Mr. Houser will be suc- 
ceeded by Milton H. Cohen of Milwaukee, 
assistant director of the division since 
March, 1942. 
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CAPITAL MANAGEMENT 


The Shift from Class to National Legislation 


Role of State and Private Enterprise 
in Post-War Works and Security 


PRIME MINISTER WINSTON CHURCHILL OF ENGLAND 


Excerpts from International radio address, March 21, 1943 


TUMRST of all, we must beware of at- 

tempts to overpersuade or even to 
coerce His Majesty’s Government to bind 
themselves or their unknown successors 
in conditions which no one can foresee 
and which may be years ahead, to im- 
pose great new expenditures on the State 
without any relation to the circumstances 
which might prevail at that time and to 
make them pledge themselves to particu- 
lar schemes without relation to other ex- 
tremely important aspects of our post- 
war needs. 


However, it is our duty to peer through 
the mists of the future to the end of the 
war and to try our utmost to be prepared 
by ceaseless effort and forethought for 
the kind of situations which are likely 
to occur. 


A Four-Year Plan 


I am very much attracted to the idea 
that we should make and proclaim what 
might be called the four-year plan. Four 
years seems to me to be the right length 
for the period of transition and recon- 
struction which will follow the downfall 
of Hitler. 


We have five-year Parliaments, and a 
four-year plan would give time for the 
preparation of a second plan. This four- 
year plan would cover five or six large 
measures of a practical character which 
must all have been the subject of pro- 
longed careful, energetic preparations be- 
forehand and which fit together into a 
general scheme. 


When this plan has been shaped it will 
have to be presented to the country, 
either by a national government, formal- 
ly representative as this one is of the 
three parties in the State, or by a na- 
tional government comprising the best 
men in all parties who are willing to 
serve. I personally am very keen that 


the scheme for amalgamation and exten- 
sion of our incomparable insurance sys- 
tem should have a leading place in our 
four-year plan. 


Magic of Averages in Insurance 


The time is now ripe for another great 
advance, and any one can see what large 
savings there will be in administration 
once the Whole process of insurance be- 
comes unified, compulsory and national. 
Here is a real opportunity for what I 
once called “bringing the magic of aver- 
ages to the rescue of the millions ;” there- 
fore, you must rank me and my collea- 
gues as strong partisans of national com- 
pulsory insurance for all classes, for all 
purposes, from the cradle to the grave. 


Let me remark that the best way to 
insure against unemployment is to have 
no unemployment. Unemployables, rich 
or poor, will have to be toned up. We 
cannot afford to have idle people. Idlers 
at the top make idlers at the bottom. 
There are wasters in all classes. Happily 
they are only a small minority in every 
class, but anyhow we cannot have a band 
of drones in our midst, whether they 
come from the ancient aristocracy or the 
modern plutocracy, or the ordinary type 
of pub crawler. 


A Virile Working Nation 


There are other large matters which 
also have to be dealt with in our four- 
year plan and upon which thought, study 
and discussion are advancing rapidly. 
We must establish on broad and solid 
foundations a national health service. 
Healthy citizens are the greatest asset 
any country can have. One of the most 
somber anxieties which beset those who 
look thirty or forty or fifty years ahead, 
and in the field one can see ahead only 
too clearly, is a dwindling birth rate. In 
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thirty years, unless the present trends 
alter, a smaller working and fighting 
population will have to support and pro- 
tect nearly twice as many old people; in 
fifty years the position will be worse still. 
If this country is to keep its high place 
in the leadership of the world and to sur- 
vive.as a great power that can hold its 
own against external pressure, our people 
must be encouraged by every means to 
have larger families. 


For this reason, well-thought-out plans 
for helping parents to contribute this 
life-spring to the community are of prime 
importance. The care of the young and 
establishment of sound hygienic condi- 
tions of motherhood have a bearing upon 
the whole future of the race which is 
absolutely vital. Side by side with that 
is the war upon disease, which so far as 
it is successful will directly aid the na- 
tional insurance scheme. 


General Education: Good Politics 


Following upon health and welfare is 
the question of education. The future 
of the world is left to highly educated 
races who alone can handle the scientific 
apparatus necessary for pre-eminence in 
peace or survival in war. I hope our 
education will become broader and more 
liberal. All wisdom is not new wisdom 
and the past should be studied if the 
future is to be successfully encountered, 
*** in moving steadily and steadfastly 
from a class to a national foundation in 
the politics and economics of our society 
and civilization. 


We must beware of trying to build a 
society in which nobody counts for any- 
thing except the politician or an official, 
a society where enterprise gains no re- 
ward and thrift no privileges. I say 
“trying to build” because of all the races 
in the world our people would be the last 
to consent to be governed by a bureau- 
cracy. Freedom is their life blood. 


Equal Opportunity for Special Rewards 


Human beings are endowed with infin- 
itely varying qualities and dispositions 
and each one different from the other. 
We cannot make them all the same. It 
would be a pretty dull world if we did. 
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It is in our power, however, to secure 
equal opportunities for all. 

Facilities for advanced education must 
be evened out and multiplied. You can- 
not conduct a modern community except 
with an adequate supply of persons upon 
whose education, whether humanitarian, 
technical or scientific, much time and 
money have been spent. 


After schooltime ends we must not 
throw our youth uncared for and un- 
supervised on to the labor market, with 
its blind-alley occupations which start 
so fair and often end so foul. We must 
make plans for part-time release from 
industry so that our young people may 
have the chance to carry on their general 
education and also to obtain specialized 
education which will fit them better for 
their work. 


Our Financial Trusteeship 


All our improvements and expansion 
must be related to a sound and modern- 
ized finance. Vast numbers of people 
have been encouraged to purchase war 
savings certificates. Income tax is col- 
lected from the wage earners of a certain 
level and carried to the nest egg for them 
at the end of the war. A nest egg similar 
in character will be given to the armed 
forces. 

For those whose houses have been de- 
stroyed by air raid damage and who have 
in many cases paid insurance are entitled 
to that compensation. All those obliga- 
tions were contracted in pounds, shillings 
and pence. 

At the end of this war there will be 
seven or eight million people in the coun- 
try with two or three hundred pounds 
apiece, a thing unknown in our history. 

These savings of the nation arising 
from the thrift, skill or devotion of indi- 
viduals are sacred. The State is built 
around them and it is the duty of the 
State to redeem its faith in an equal de- 
gree of value. 

I am not wedded to undue rigidity in 
the management of the currency system, 
but over a period of ten or fifteen years 
there ought to be a fair, steady contin- 
uity of values if there is to be any faith 
between man and man or between the 
individual and the State. We have suc- 
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cessfully stabilized prices during the war. 
We intend to continue this policy after 
the war to the utmost of our ability. 


Tax Burden Requires Healthy 
Private Business 


This brings me to the subject of the 
burden and incidence of taxation. Direct 
taxation on all classes stands at unpre- 
cedented and sterilizing levels. Besides 
this there is indirect taxation raised to a 
remarkable height. 


In wartime our people are willing and 
even proud to pay all those taxes. We 
must expect taxation after the war to be 
heavier than it was before the war, but 
we do not intend to shape our plans or 
levy taxation in a way which, by remov- 
ing personal incentive, would destroy ini- 
tiative and enterprise. 


There is a broadening field for State 
ownership and enterprise, especially in 
relation to monopolies of all kind. But 
it is all the more vital to revive at the 
earliest moment a widespread, healthy 
and vigorous private enterprise without 
which we shall never be able to provide 
in the years when it will be needed the 
employment for our soldiers, sailors and 
airmen to which they are entitled after 
their duty has been done. 


I tell you my solemn belief that if we 
act with comradeship and loyalty to our 
country and to one another and if we 
can make state enterprise and free enter- 
prise both serve national interests, then 
there is no need for us to run into that 
horrible devastating slump or into that 
squalid epoch of bickering and confusion 
which mocked and squandered the hard- 
won victory we gained a quarter of a cen- 
tury ago. 


Our fortunes will be greatly influenced 
by the policies of the United States and 
of the British Dominions, and we are do- 
ing our utmost to keep in ever closer con- 
tact with them. We have lately put be- 
fore them and our other friends and Al- 
lies some tentative suggestions for the 
future management of the exchanges and 
of international currency, which will 
shortly be published. 





Post-War Trusteeship of 
Axis Industries Urged 


Establishment of an international trus- 
teeship over the post-war industries of 
Germany and other Axis nations, to prevent 
their re-arming, was recommended last 
month by Dr. Alexander Loudon, the Neth- 
erlands Ambassador. 


He proposed that the trusteeship control 
a majority of the capital stock of corpor- 
ations and that no new capital issues, 
shares or bonds be offered to the public of 
those countries unless the trusteeship ob- 
tained at least 51 per cent of them. He said 
that the trustees “might be composed of 
statesmen and business men of the United 
Nations, the latter without actual ties with 
similar business in their own country.” 


“The shares to be placed in trust might 
be computed to each nation on the basis of 
its claims against Germany, Italy, Japan 
and their allies. The United States would 
have, besides its direct claim, a great indi- 
rect claim as a consequence of the lend-lease 
help given to the allied warfare; Britain 
would have a substantial claim with regard 
to the damage done by German bombings 
and the very high costs of so many years 
of active warfare; Poland, France, Hol- 
land, all the other occupied nations would 
have their own important claims based on 
occupation costs and other actual damage 
done. 


“The body of the trustees should be em- 
powered to market the industrial products 
abroad, thereby creating stable employment 
conditions with consequent flourishing home 
markets.” 
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RESOURCES 


CasH AND DUE FROM BANKS. ... . . . . . $1,025,488,063.41 


U. S. GOVERNMENT OBLIGATIONS, DIRECT AND FULLY 
GUARANTEED . . . on ee « £ e » » « eee 


STATE AND MUNICIPAL SECURITIES . . ..... 100,577,070.54 
STOCK OF FEDERAL RESERVE BANK . .... . 6,016,200.00 
ee eee ee eee 150,407 368.34 
Loans, DiscoUNTsS AND BANKERS’ ACCEPTANCES . . 727,477 166.58 
a 36,470,000.01 
Onrmum Ruat EeraTte. . . 1. s+ s+ «© we se eo 5,906,244.06 
CE es ke a a SOS ee we ee 7,375,417.42 
CUSTOMERS’ ACCEPTANCE LIABILITY. . . . 2. s. . 4,153,699.83 
a ee ee ee ee ee ee 15,548,937.01 

$4,482,656,153.61 


2 LIABILITIES 
CAPITAL FUNDS: 


CAPITAL Stock. .. . . . . $100,270,000.00 

SURPLUS ..... . . ~~  100,270,000.00 

UNDIVIDED PROFITS. . ... . 49 353,116.44 
«Ss 249,893 ,116.44 
RESERVE FOR CONTINGENCIES. . . «© «© «© «© « « 11,828,699.44 
RESERVE FOR TAXES, INTEREST, ETC. . . ... . 4,402 330.16 
Deposits . ion et Oe Se me ES 4,203,291 ,330.16 
ACCEPTANCES OUTSTANDING . . . $_ 8,718,987.15 
Less AMOUNT IN PORTFOLIO . . 4,327,708.01 4,391,279.14 


LIABILITY AS ENDORSER ON ACCEPTANCES AND FOREIGN 
Po. 2 sk ae on Se SS SOS eR Se 245,897.34 
OTHER LIABILITIES .. ia oe” Se ee A OG 8,603 500.93 
$4,482 ,656,153.61 
United States Government and other securities carried -at $442,985,547.50 are pledged to 


secure U. S. Government War Loan Deposits of $237,858,277.31 and other public funds 
and trust deposits, and for other purposes as required or permitted by law. 


Member Federal Deposit Insurance Corporation 
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DIGEST 


SECTION 


Highlights of news and discussion on current economic 
topics from leading publications, addresses and reports. 


TAXATION AND CONSUMER SPENDING 


RANDOLPH E. PAUL 
General Counsel, Treasury Department 


N selecting the kind of taxes we will 

use, we can no longer be governed by 
revenue considerations alone. We must 
assign much weight to the effectiveness 
of the particular tax in reducing con- 
sumer spending and in allocating that 
reduction among the people. 

The effectiveness of the income tax 
in restricting consumer spending varies 
considerably at different income levels. 
Those with small incomes usually save 
very little and when their taxes are 
raised have no choice but to reduce their 
spendings. Taxpayers with large in- 
comes can adjust for the higher taxes by 
reducing current savings and liquidating 
accumulated assets. Placing the income 
tax on a pay-as-you-go basis with pro- 
vision for substantial collection-at-the- 
source also would enhance the anti-infla- 
tionary effects of the income tax. 

We have devoted considerable thought to 
an excess income tax which would tax in- 
creases in individual incomes in a manner 
comparable to the way corporation income 
is taxed under the excess profits tax. There 
are a number of objections to such a tax: 
it would not be very effective from an anti- 
inflation viewpoint, would discriminate 
against many groups, and would be diffi- 
cult to administer. 

The sales tax is urged as an effective 
means of checking consumption. However, 
there appears to be little virtue and much 
objection to curtailing the purchasing power 
necessary to maintain minimum health 
standards of the low-income people. Its 
cost in terms of physical efficiency and 
morale would be very great. 

In addition it is likely to generate an in- 
crease in prices which would reduce its 


From address before Schoolman’s Week Con- 
vention. 


anti-inflationary effects, and lead to re- 
quests for wage increases to compensate 
for the higher cost of living. Some of the 
objectionable features of the sales tax, 
however, could be mitigated by the allow- 
ance of personal exemptions. A spendings 
tax is especially suited to the needs of the 
present situation. It places a direct penal- 
ty on spendings in excess of the exempted 
minimum and encourages savings. Because 
the tax is adaptable to the use of exemp- 
tions and graduated rates, it can take into 
account differences in family status and 
general taxpaying capacity. 

There are close connections between the 
tax on corporation income and the control 
of inflation. On the one hand high excess 
profits tax rates reduce the incentive to 
keep business costs at a minimum since 
such increased costs have a relatively small 
effect on profits remaining after taxes. On 
the other hand, they tend to curb purchas- 
ing power in the hands of the public. 

Two measures which assign a prominent 
place in the framing of today’s fiscal pro- 
gram are compulsory lending and compul- 
sory saving. These measures are like 
taxes in that they compel the taxpayer to 
do specified things with his money. They 
are unlike taxes in that they give him a 
financial claim against the future. There- 
fore, they preserve the incentive to work 
by postponing rather than taxing away the 
rewards of labor. While a firm compul- 
sory saving measure offers a comprehensive 
solution to the problem of inflation, the plan 
is subject to formidable administrative dif- 
ficulties. 

The problem is one of immobilizing pur- 
chasing power in the hands of consumers, 
to prevent high incomes from exerting in- 
flationary pressures on the cost of living. 
Many measures have already been taken to 
this end and substantial assistance in com- 
batting inflation is afforded us by the ris- 
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ing volume of savings and wide public ac- 
ceptance of the need to refrain from spend- 
ing. Much of the burden for combatting 
inflation must fall to the tax system. In 
deciding what particular taxes we will use 
for this purpose, it will be well to keep in 
mind that our taxes today affect consumer 
spendings not only this year and not only 


TRUSTS and ESTATES—April 1943 


during the war, but will have a very direct 
effect on consumer spendings after the war. 
If we use them wisely, the war bonds, the 
liquid balances, and the post-war credits 
accumulated during the war can provide 
America with an instrument for sustaining 
a high level of consumer spending after the 
war. 


IMPROVEMENT IN FARMER'S POSITION 


Digested from Third Quarterly Report of Office of Price Administration 


OVERNMENT policy has secured 

not merely a restoration of a fair 
relationship between farm and industrial 
prices; it has secured a profitable rela- 
tionship between farm prices and farm 
costs as well. Farm wages, including the 
value of food and lodging furnished to 
farm workers, increased between 1939 
and 1942 from $1,000,000,000 to $1,500,- 
000,000, an increase of 50 percent. Dur- 
ing the same period, all production ex- 
penses other than wages increased from 
$5,200,000,000 to $7,200,000,000, an in- 
crease of 39 percent. These production 
expenses include the cost of goods and 
services used in production, costs which 
have been held down by price control; 
the depreciation and maintenance of dur- 
able implements, equipment, farm build- 
ings, and dwellings; and taxes and inter- 
est. 

In contrast to these cost increases, the 
index of farm prices increased from an aver- 
age of 92 in 1939 to an average of 157 in 
1942, an increase of 71 percent. In conse- 
quence of the much sharper increase of 
farm prices than of farm costs, the net in- 
come of farm operators—that is, income 
after all expenses—increased from $4,500,- 
000,000 in 1939 to $9,800,000,000 in 1942, an 
increase of 118 percent. 

This revolutionary improvement in the 
position of agriculture is the more impres- 
sive if it is compared with what happened 
during World War I. The parity ratio rose 
from 70 in August 1939 to 115 in December 
1942, an increase of 64 percent in contrast 
to the increase of 18 percent during and 
after World War I. 

The farmer is getting a _ substantially 
larger share of the consumer’s dollar than 


before the war. In the case of foods, in 
1939 the farmer’s share of every dollar spent 
by the consumer was 41 cents, and 59 cents 
went for transportation and distribution at 
all levels. In 1942, in consequence of the 
restraint placed upon retail and wholesale 
prices and upon transportation costs, the 
farmer’s share of every dollar spent by the 
consumer for foods had risen to 53 cents. 


Stabilization of farm prices is today im- 
perative if the farmer’s well-being is to be 
protected. A further rise of farm prices 
would mean an increase in the cost of foods, 
an increase in wages, a break-down of the 
stabilization program, and an unleashing of 
the wage-price spiral which the President’s 
program has stopped. The farmer like the 
worker cannot win in the inflationary race 
between prices and costs. He cannot win 
much during the race—this is amply demon- 
strated by the experience of the last war. 
He must lose everything in the inevitable 
deflationary aftermath—this too is amply 
demonstrated by the experience that fol- 
lowed the last war. It was 20 years after 
the collapse of farm prices in 1920 before 
they were restored to parity with nonfarm 
prices. 


Some increase of farm costs, particularly 
the cost of farm labor, must be expected 
during the coming year. Net income of farm 
operators, like the profits of industry, stands 
at a level which will in general permit the 
absorption of such increased costs, within 
the framework of stable farm prices, with- 
out impairing production. The sharing of 
the vastly improved position of agriculture 
among all who work on farms will not im- 
pede the expansion of farm production. 
Quite the reverse; it is essential to that ex- 
pansion. 
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POST-WAR TRANSPORTATION READJUSTMENT 


Digested from The Index of The New York Trust Co., Spring Issue 


HE immediate post-war outlook for 

domestic transportation is for sub- 
stantial activity, with all divisions en- 
gaged in a healthy rivalry for a share of 
the freight and passenger volume. Stim- 
ulation of consumer industrial and com- 
mercial operations, now in abeyance, is 
expected to bring a sharp rise in demand 
for transportation facilities as compared 
to the years preceding the war. In 
preparation for this large volume, all 
divisions of transportation are planning 
extensive improvement of equipment and 
service as soon as materials and labor 
become available. 


Popular interest in air travel, already 
active before the war, is being further 
stimulated by the important role of the air- 
plane in military operations. The war is 
contributing to air service expansion in var- 
ious ways. The development of mass pro- 
duction and other improvements in manu- 
facturing will make air equipment available 
in more volume, and probably at lower cost. 
The air lines will be able to finance a con- 
siderable portion of their expansion pro- 
gram, and they will be in a good position 
to utilize new capital. 

W. A. Patterson, President of United Air 
Lines, recently stated that one of the ma- 
jor roles of the airplane in the post-war 
world would be “to bring the thinking meth- 
ods of more progressive peoples to the more 
backward nations,” which in turn would re- 
sult in a “growth of world trade, leading to 
increased demand on the surface carriers for 
the economical moving of the bulk of the 
world’s commerce.” He added that, while 
the prospects point to an expansion of air 
cargo business, the airplane could not be re- 
garded as a serious competitor of either rail 
or marine for freight transportation, as the 
cost per pound would be too high. 

Increased availability of planes for pri- 
vate use, lower prices, the vastly expanded 
network of large and small air fields, the 
release from the armed forces of millions 
of pilots, technicians and others conditioned 
to frequent use of aircraft, all point to 
greatly expanded use of private civil air- 
craft. The private airplane will undoubted- 
ly compete with the automobile for long- 
distance travel. The helicopter and the 
autogyro may compete with the automobile 


for medium distance travel, especially when 
there are natural obstacles, and with the air- 
plane when convenient air fields are not 
available at one or the other terminal. 

Many advances in structure, design and 
operation are in prospect for the private 
automobile. Manufacturers suggest that 
the total weight of the car may be reduced, 
due to such developments as the use of 
light-weight metals in the engine, plastic 
materials in the body, engine improvements 
incident to the expected use of high-octane 
gasoline, and other developments. The use 
of high-octane gasoline, which gives more 
mileage per gallon, makes possible a reduc- 
tion in operating cost, and, perhaps, a small- 
er motor. Buses and trucks of the post-war 
period may embody similar changes. 

The railroads will continue to compete 
with trucks for many types of commodities, 
especially for short haul and less than car- 
load shipments. Between coastal and intra- 
coastal points, and where there are parallel 
inland waterways, there will be water-borne 
competition, particularly of bulk goods. 
The air lines will take a share of light- 
weight, high-value merchandise, perishable 
goods and large volumes of mail, as well 
as freight to points not served by other 
transportation. 

Following the war, the wear and tear to 
railroad rolling stock and roadbed will call 
for a broad program of repairs, adjustment 
and replacement. Because of the general 
financial condition of the railroads in the 
decade of the depression, funds to meet 
bond redemptions and similar needs as well 
as to finance this progress will, for the most 
part, be available only from wartime earn- 
ings which rose from a net income of $501,- 
000,000, in 1941, to $1,000,000,000, in 1942. 
However, projected taxation and wage in- 
creases may jeopardize this program. 

A closer coordination between the differ- 
ent services after the war is expected as a 
result of their present wartime experience. 
That such a development might lead event- 
ually to some form of integration of the 
transportation industry, as well as to the 
consolidation of units, is considered a pos- 
sibility. Meanwhile, the adjustment of 
transportation theory and practice to the 
needs of industry and of the travelling pub- 
lic, including commuters, can be expected 
under the combined stimulus of managerial 
foresight, public demand and competition. 
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Measures Required to 
Prevent Inflation 


If we fail to tax sufficiently, if we fail 
to divert much more of the current in- 
come of the public into the war effort, 
both through taxes and savings, if we 
do not rely much less upon creating new 
money supplies through bank borrowing, 
we will have sown an economic whirl- 
wind. Its shadow will be seen in the 
figures of public debt and money supply 
expanded to explosive proportions. 


We should aim at raising taxes and com- 
pulsory savings equal to at least half of our 
expenditures. As much as possible of our 
remaining requirements should come from 
borrowing from the public, thus reducing to 
a minimum reliance upon borrowings from 
the banks. 


Without further delay, I believe, Congress 
should authorize a withholding tax on all 
income in excess of the income tax exemp- 
tions, the withholding tax to amount to 25% 
if the Victory Tax is retained. I think it 
would be preferable to repeal the Victory 
Tax and make the withholding rate 30%, 
some part of which, possibly 5%, might be 
refundable after the war. Such a withhold- 
ing at the source would not only collect 
funds before they reach the inflation stream 
and channel them immediately into the 
Treasury, but insure collection of taxes that 
are likely otherwise to escape altogether. 
The adoption of a high withholding rate 
would require some form of pay-as-you-go 
plan. 


We must have another general revision 
of the revenue laws as soon as practicable, 
and tax rates must be further increased, 
particularly for the lower and middle in- 
come groups where the great increase in 
purchasing power has developed. Various 
remaining loopholes need to be closed. 


While I realize how difficult it would be to 
gain a general acceptance of the idea, it 
would be to the interest of labor if all who 
receive additional half-time or premium pay 
for the hours worked above the 40-hour 
week were to accept that premium pay in 
the form of a post-war credit instead of in 
doliars that only go to swell the spending 
stream and thus run the risk of losing their 
buying power. 

MARRINER S. ECCLES 

Chm. Board of Governors, Federal Reserve Sys- 


tem, in address to Central States group, Invest- 
ment Bankers Assn., Chicago, March 11. 
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WAR FINANCE AND BANK CREDIT 


DR. HERBERT E. AGGER 
Commissioner of Banking and Insurance, New Jersey 


HATEVER strains the growing 

war demands may put on our bank- 
ing system, that system as now organ- 
ized can take in its stride. The system 
can provide practically any thinkable 
amount of credit the government may 
need, it may make that credit available 
practically anywhere in the country—and 
even outside the country—where it may 
be needed, and it can supply the credit 
in deposit form or in currency form as 
the public itself ultimately demands it. 


Our present problem of inflation is an 
extraordinary one. Growing consumer in- 
comes are pitted against diminishing sup- 
plies of consumers’ goods. It is for this 
reason that through taxation and, if neces- 
sary, through forced lending, private in- 
come must be absorbed until the proportion 
available for personal spending does not, 
in the main, exceed the total volume of 
goods and services that can be supplied for 
the consumers’ use. But while income can 
be absorbed through taxation and loans, 
voluntary and forced, there is no known 
way of controlling the rate of turn-over of 
what is left. A dollar’s worth of credit 
changing hands twenty times during a year 
has twice the effect of the same credit 
changing hands only ten times during the 
same period. This fact necessitates, in ad- 
dition to the attempts to control credit it- 
self, the more direct controls on the goods’ 
side represented by price fixing, allocations, 
priorities, ete. 

In view of the fact that we have not, as 
yet, satisfactorily solved the problem of 
diverting, through taxation and voluntary 
bond purchases, enough of the total income 
to war production as compared with civilian 
consumption, the most significant and 
threatening trend in the field of bank 
credit is its steady expansion. Banks have 
little choice about taking the war bonds 
that the general public does not buy. But 
commercial banks pay for their bond sub- 
scriptions through the expansion of their 
deposit liabilities. 


From address before the New Jersey Associa- 
tion of Credit Men, Newark. 


To the extent that subscription by the 
member banks to war bonds is regarded as 
an essential part of their war effort, they 
must be provided with the reserves neces- 
sary for the purpose. In this connection a 
coordinated policy of the Treasury and the 
Federal Reserve System is indispensable. 
The Treasury, in arranging the issue of its 
securities, must take the banking needs into 
account. This is primarily a question of 
arrangement of maturities, and the Treas- 
ury, with helpful banking advice, is doing 
a fine job. There is also the question of 
the distribution of the Treasury’s funds be- 
tween the member banks and the Federal 
Reserve banks. The Treasury’s balance at 
the Federal Reserve banks is so much. 
money unavailable to the member banks. 
Hence, more than ever it is desirable that 
the Treasury keep a large proportion of its 
available funds on deposit at the member 
banks. 


The Federal Reserve System will carry the 
main responsibility for keeping the member 
banks adequately supplied with reserves 
by keeping rediscount rates low and by fol- 
lowing a liberal policy in the interpretation 
of acceptable collateral security for ad- 
vances to the borrowing banks. The Re- 
serve banks may make advances to their 
member banks on any acceptable form of 
collateral. Indeed, even non-member banks 
may, if necessary, get Federal Reserve help. 
Another source of Federal Reserve aid is 
found in the so-called “open market oper- 
ations.” During the past year the Reserve 
banks have added $1,400,000,000 to their 
holdings of U. S. securities which means 
also that they have, in effect, added a sim- 
ilar amount to member bank reserves. 


If the Board chooses to do so, it may 
practically double the effectiveness of ex- 
isting reserves simply by halving the re- 
quired percentages. 


For a decade government credit has 
steadily broadened its competition with pri- 
vate credit. This has been especially true 
in the agricultural field. The inevitable 
risks that arise in connection with war 
production have made it necessary for the 
government in many cases actually to sup- 
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ply the funds needed for plant construction 
as well as for working capital. But in other 
cases as under Regulation V the banks 
themselves have the chance to do the job 
of supplying the necessary credit. The 
banks are doing a top job in the sale of 
war stamps and bonds. Undoubtedly in the 
post-war era American banking will be sub- 
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ject to new and severe strains but if the 
banks prepare themselves adequately for 
these strains and if they continue to demon- 
strate their great ability to serve during 
the war period itself then there need be no 
great fear as to their maintenance of their 
independence and of the strength of their 
position in the difficult days ahead. 


NEW WORLD CURRENCY IS NOT REQUIRED 


From an editorial, New York Times, March 30, 1943 


HE doctrines of John Maynard 

Keynes triumphed when England 
went off the gold standard in 1931 and 
embarked upon increased protectionism, 
and when all other nations very soon fol- 
lowed the British example. The disinte- 
gration of the international division of 
labor and the excesses of economic na- 
tionalism were corollaries of some of the 
teachings of this eminent adviser of the 
British Government. 

He realizes now that one of the main 
prerequisites of a better post-war order is 
the return to monetary stability. He has 
elaborated a sophisticated scheme for an 
international clearing bank and a new in- 
ternational currency unit, the “Bancor.” 

Keynes’s new plan obviously cannot. work, 
however, without a radical change in cur- 
rent economic ideologies. If governments 
cling to the belief that stabilizing foreign 
exchange rates and abstaining from cur- 
rency devaluation mean sacrificing vital 
national interests to the benefit of foreign 
nations, they will discover some means to 
elude the articles of the monetary cove- 
nant that Keynes now urges. 

If, on the other hand, each nation were 


fully convinced that it would best serve its 
own interest by maintaining the integrity 
of its currency unit, no elaborate interna- 
tional agreements or clearing houses would 
be needed. Every nation, rich or poor, is 
free to stabilize its own currency system 
with respect to gold, and to maintain per- 
manently the gold parity of its monetary 
unit, provided that it abstains from do- 
mestic credit expansion and inflation. The 
gold standard was, without any interna- 
tional agreements, the most satisfactory in- 
ternational standard that has ever been 
devised. It stabilized foreign exchange 
rates within very narrow margins. It is 
often said that the gold standard “failed.” 
The truth is that governments sabotaged it 
deliberately, because it interfered with 
nationalistic “planning.” 

It is not necessary to invent elaborate 
technical devices to secure monetary sta- 
bility. The nineteenth century developed 
them through the gold standard. What has 
been lacking is the conviction that it is 
harmful, from the viewpoint of every na- 
tion’s own ultimate interests, to devalue 
its national currency system in order to 
stimulate exports, to bar imports or to hurt 
the interests of foreign creditors. 


Here is a photograph received 
from the Manager of Ipswich 
branch of Lloyds Bank, London, 
showing two members of the 
staff. The letter accompanying 
it was headed “Lloyds Bank 
Limited, The Western Desert 
Branch,” and advised of the 
opening of the office for trans- 
action of all manner of banking 
business. The two central fig- 
ures are messengers. 
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WILL FOREIGN TRADE RESUME AFTER THE WAR? 


ALONZO E. TAYLOR 
Director Emeritus, Food Research Institute, Stanford University 


Digested from Harvard Business Review, Winter, 1943 


HERE is a complacent assumption 

that war may be regarded as a sort 
of recess in international trade, to be 
followed, more or less automatically after 
restoration of peace, by recovery of for- 
eign markets. It seems to be expected 
that some 60 nations, previously engaged 
with each other in exchange of goods and 
services, will quickly resume multilateral 
commerce and possess available media 
and methods of exchange so that imports 
and exports will flow routinely; that from 
them will emerge positive or negative 
balances of trade, these in some way to 
be liquidated somewhat in the same man- 
ner as equation occurred between trading 
countries prior to the first World War 
and during the interwar period. Balanc- 
ing of goods and services across frontiers 
seems to be expected to occur despite 
abandonment of the gold standard. Dis- 
regarding bilateral barter, writers who 
have surveyed the problems of peace from 
the standpoint of political and racial rela- 
tions seem mostly to take it for granted 
that some method of facilitation of mul- 
tilateral trade will turn up. 

On historical grounds, however, this is 
not to be expected, either between conti- 
nents or between countries. War is not a 
recess between periods of peace; war is a 
night between days. The first dilemma of 
international commerce will be scarcity of 
transportation and communication; soon 
thereafter difficulties in media of exchange 
will arise. Heavy internal demands for 
civilian goods and services will appear, due 
to direct and indirect backlogs of war; 
there will be huge supplies of materials 
available in particular lines. 

During the interwar period, more or less 
continuously in commercial evidence were 
pressing surpluses of wheat, sugar, coffee, 
rubber, and tin; also to some extent sur- 
pluses of marine fats and vegetable oils 
pressed indirectly on lard in the American 
market. With the return of peace these 
surpluses will persist or reappear. It is 
to be feared that new world problems in 
surpluses will arise in silk, hemp, jute, fer- 


tilizers, and nonferrous metals. Surpluses 
will presumably be ameliorated during 
postwar relief, but with completion of re- 
conversion and resumption of efforts to in- 
crease national incomes in all countries, 
these surpluses will become intensified. 


World surpluses, whether of natural raw 
materials or processed products, are pe- 
culiarly difficult in a world in which many 
countries differ widely in populations, 
standards of living, resources, and purchas- 
ing power. Construed according to tradi- 
tional experience, disregarding motivated 
monopoly, transportation, and other parti- 
cular influences, such surpluses are due to 
excess of supply relative to demand con- 
sidered as norm, or to deficiency of demand 
relative to supply considered as norm. Un- 
willing or unable to produce, distribute, and 
sell on the basis of costs, producers con- 
cerned appeal to governments. For a half 
century governments have been tinkering 
with collective action, first by conjoined 
actions of governments of producing coun- 
tries, later including governments of con- 
suming countries. The historical record is 
one of practical failure, with a large liter- 
ature and generally futile detailed explan- 
ation therefor. Perhaps if politics would 
let trade alone and trade would let politics 
alone, it might be possible for the common 
sense of producing and consuming popula- 
tions to mitigate pressures of circumstances 
by introducing a higher level of consump- 
tion and an elevated plane of living. 
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PEACE CAN BRING PROSPERITY 


RT. HON. SIR KINGSLEY WOOD, M.P. 
Chancellor of the British Exchequer“ 


HE outstanding problem of the 

transitional period immediately after 
the end of the war will be to transfer 
our resources as quickly and smoothly as 
possible back to peace time use, to pro- 
mote employment and to revive export. 
We must not assume that all the indus- 
tries engaged even on war work are do- 
ing work of a kind entirely different 
from their peace time work. Iron, steel, 


engineering, shipbuilding, the motor and 
aircraft industries, may all have an es- 
pecial emphasis during the war, but the 
productivity of these industries is great- 
er than ever and the switch over should 
not, as we may anticipate, be long de- 
layed. 


Whatever changes in economic organiza- 
tion this country may embark upon as a re- 
sult of the lessons of the past years, it is 
certain that for the immediate period after 
the war a very large part of productive 
industry will depend on free enterprise. 
Our efforts may well take the form in cer- 
tain cases of public enterprises ... but 
there will still be the same need for enter- 
prise and initiative and it must be given 
a fair chance. 


While the main object of policy after the 
war must be to remove limitations of sup- 
ply as soon as possible, the controls which 
relate to the demand for scarce materials 
or manufacturing capacity will have to be 
carefully coordinated with such a general 
stabilization policy. The Government be- 
lieve that, subject to certain conditions, it 
should be possible for the general price level 
to settle down after the war at a figure not 
far different from what it is at present, 
without imposing an impossible burden on 
the Exchequer. Two other controls which, 
I think, would be regarded generally as in 
all our interests are the control of the re- 
lease of raw materials and the control of 
issues of capital, in order, in the case of 
the latter, to see that capital irrigates those 
developments which are nationally most im- 
portant and to help, with other measures, 
to make it available on reasonable terms. 


*In recent address before the House of Com- 
mons. 


Technical progress after the war should 
enable real production to be steadily in- 
creased, and there should be many oppor- 
tunities, if we act with forethought, that 
should make it possible year by year to in- 
crease and to improve the community’s cap- 
ital equipment and thereby to raise pro- 
gressively the national income. 


Fortunately there is a much wider recog- 
nition of the fundamentals of economics in 
many quarters today, that it is goods which 
in the end are riches, that the man with £1 
and two coupons is today much richer than 
the man with £2 and no coupons, that it is 
not worth having money if there are insuf- 
ficient goods to buy, and that power and 
willingness to work are worth in many re- 
spects more to the nation than money. Final- 
ly, that though remuneration, wages and 
benefits may be raised the real matter is 
the purchasing power of money. Inflation 
will undoubtedly be one of our greatest 
dangers after the war, and there is no 
doubt that inflationary tendencies will then 
be more potent even than they are in war 
today, and that they may last longer than 
after the last great war. 

Government can make a great contribu- 
tion by their general policy in regard to for- 
eign affairs, their continuing interest in the 
promotion of the export trade and their 
policy internally in relation to finance and 
the economic development of their general 
social policy. In these ways the Govern- 
ment can certainly help to produce condi- 
tions under which natural forces leading to 
good employment and active trade have 
their chance and in which our true assets 
of commercial enterprise and _ industrial 
skill and experience can take their full part. 

Government can no doubt directly stim- 
ulate the provision of capital equipment. 
We shall have a large building program to 
undertake to repair the ravages of war, to 
overtake the arrears of building of all 
kinds which the war has interrupted, to 
extend public utilities and, in particular, to 
continue and extend our housing program. 
But’ we must remember that the fountain 
of capital resources upon which the capital 
requirements of the country depend is not 
an inexhaustible spring. It is fed by the 
savings of the country each year. If we 
draw off too much for one type of capital 
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requirement we may run the risk that other 
forms of capital requirement will be starved 
or severely affected. 


We must be prepared for a continuance 
of considerable taxation after the war, not 
only to discharge the obligations which the 
war has cast upon us but also to pay for 
the maintenance of the comparatively high 
standard of our services. However, future 
yields of taxation must come out of the an- 
nual productivity of the country and if 
taxation is above the figure that is abso- 
lutely necessary, it will certainly have the 
effect of depressing and retarding that ac- 
tivity. The aggregate gross personal in- 
come of the country in 1941-42 was esti- 
mated at £6,350,000,000, of which £4,750,- 
000,000, or 75 per cent., was in incomes of 
less than £500 a year. Income Tax and 
Surtax took £295,000,000 from the incomes 
below £500 a year and £625,000,000 from 
the incomes of £500 a year and over. As I 
have said to the House before, if every- 
thing over £2,000 was taken from people 
with incomes of over £2,000 a year, I should 
obtain only an extra £30,000,000, and if it 
were necessary to obtain further substan- 
tial sums in this way, it is obvious that we 
should have to look to the lower income 
groups. 


We must make adequate provision for 
our contribution to the Armed Forces which 
will be necessary after the war for interna- 
tional security. That, I believe, is rightly 
demanded above everything else, for no 
social or economic security can be obtained 
without it. 


Se 


To Increase Stock 


New York, N. Y.—The Board of Trus- 
tees of The New York Trust Company has 
approved the issuance of 100,000 additional 
shares of the company’s $25 par value 
stock. The shares, which will be offered to 
stockholders at the rate of one share of 
additional stock for each five shares now 
held, will increase the number of shares 
outstanding from 500,000 to 600,000 and 
the company’s capital from $12,500,000 to 
$15,000,000. 


* Buy War Bonds x 
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How Much Trade-Unionism 
As Usual? 


Citing efforts to deal with shortages of 
manpower as “one of the sorriest messes 
of the war effort,” Prof. Sumner H. Slich- 
ter urges revision of all rules resulting in 
labor waste and warns against jurisdic- 
tional disputes and stoppages as conducive 
to drastic government restrictions. Among 
his other points are the need for subordinat- 
ing group demands to a policy of wage and 
farm price stabilization, protection of the 
closed shop (how the “free rider” was to 
be assured some freedom from union ex- 
cesses was not made clear), the opportun- 
ity for management-labor committees to 
prevent accumulation of the minor irrita- 
tions that develop strikes or slow-downs 
and to bring out the abilities existing in 
their labor force. 

Atlantic Monthly, Jan. 1943 


——<—<———_ 9g ——___——_ 
Foreclosures Down Farther 


Foreclosures again declined sharply in 
February, chiefly because of a high aver- 
age of employment and firmer real estate 
values in many cities, the Federal Home 
Loan Bank Administration reported this 
month. February non-farm foreclosures 
throughout the United States are estimated 
at 2,210, less than one per county, the re- 
port said, representing a 15% decrease 
from January in contrast to a 6% seasonal 
decline usually registered. The foreclosure 
index now stands at 18.8, or about 81% 
below the 1935-1939 base period (100), and 
39% below February of last year. 
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THE HOME BUILDING WAVE OF THE FUTURE 


W. C. BOBER 
Johns-Manville Corporation 


Summary of article in American Builder, Jan. 1943 


1 Record breaking numbers of people 
* are now reaching ages 25 to 44— 
working up to crescendo in 1955 when 
the housing wave of the future will ride 
greatest flood of demand in history. 


2. Home building has never made up 
deficit of the depression: we entered this 
war with huge unfilled backlog that will 
grow greater the longer war lasts. 

38. Vast expansion in nation’s power to 
produce has doubled capacity of durable 
goods industry over 1929. Machine tool out- 
put now ten times that of 1929. 

4, Manpower “hardened by war” will be 
plentifully available to use scores of new 
building products and expanded output of 
producers. New techniques, new materials 
will bring lower home costs: thus opening 
new home markets. 


5. National income level of $120 billion 
a year would add 8 million families to above- 
$1,750-a-year class, enabling them to buy 
$3,500 homes without subsidies. 

6. Super highways and planes will in- 
crease migration of people from city cen- 


ters to outlying areas, rural building mar- 
ket. 

7. Building of war and industrial plants 
in new and widely dispersed communities 
will cause great post-war migration of home 
seekers. 

8. Huge replacement market exists. 1940 
census showed that more than six million 
homes should be torn down and replaced 
and that a large proportion of homes are 
more than 50 years old. 

9. There must therefore be, above all 
things, an orderly economic demobilization 
after the war, in which wise business and 
governmental policy must work hand in 
hand in a spirit of true cooperation. Other- 
wise, instead of the prosperity that the 
backlogs and the enormous rise in physical 
producing capacity entitle us to look for- 
ward to, we may get outright catastrophy. 
Public construction, on a great scale, includ- 
ing slum clearance and rehabilitation of 
blighted areas, must march hand in hand 
with the utmost encouragement to private 
enterprise if “Rebuilding America” is to 
take the place of war as the great national 
stimulus to prosperity. 


POST-WAR DEBT AND TAXES 


HILE an internal debt serves 

neither to enrich nor impoverish a 
nation—the taxes raised to service the 
debt being restored to the people by way 
of interest payments—it does raise a 
number of serious problems. 

There will be the problem of what 
kind of taxes to employ to service and 
repay. The size of the debt will like- 
wise affect the Government’s freedom of 
action and raise problems in regard to 
banking and currency policy. 

Above all a debt as large as we are likely 
to have will make it more imperative than 
ever that reasonably full employment with 
a high national income be preserved in the 
post-war period. 

The principle of ability-to-pay must be 
preserved in the tax system. It should be 
possible, however, to go beyond the present 


techniques for measuring personal taxpay- 
ing ability toward a more accurate concept 
of net income, giving more adequate recog- 
nition to expenses incurred in securing our 
income and variations in the cost of provid- 
ing a basic living standard. 


The post-war period may require a sub- 
stantial reorientation in our business and 
consumption taxes. It will undoubtedly in- 
volve active effort to avoid international 
double taxation and better integration of 
the Federal tax system with those of State 
and local governments. While we will want 
to shun taxes that hinder business enter- 
prise,.we will also want to employ the tax 
system to its utmost as an instrument for 
stimulating business enterprise in areas 
required by the public interest. 


HENRY MORGENTHAU, Secretary 
of the Treasury. 
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OTHER ARTICLES OF INTEREST 


Renegotiation of Contracts 


T. H. Sanders, a member of the Price 
Adjustment Board, gives an enlightening 
description of the activities of the Board in 
renegotiating war contracts to eliminate 
excessive profits. The procedure, and legis- 
lation, as well as the criticisms leveled 
against the Board, are discussed in detail 
and in non-technical language. 

Harvard Business Review, Winter 1943 


Bond Market Now Inflation Proof 


Professor Marcus Nadler of New York 
University analyzes the factors affecting 
interest rates and concludes: “No change 
in long-term money rates can be expected 
during and for some time after the war, at 
least until the budget of the Federal Gov- 
ernment has been balanced and the Treas- 
ury has completed its refunding operations. 
An increase in prices of commodities under 
conditions as they exist at present cannot 
exercise any material influence on interest 
rates because the monetary authorities are 
in a position to prevent the use of bank 
credit for speculative purposes. The move- 
ment of rates on Treasury bills and cer- 
tificates of indebtedness will to a large 
extent depend upon the policies of the Re- 
serve authorities. In view of the great 
need of the Treasury, no change in the 
easy money policy can be expected during 
the war. It is, however, quite possible that 
an increase in the over-the-counter rate may 
take place after the war.” 


Barrons, March 22, 1943 


Program To Salvage Fiscal and Monetary 
Solvency 


Dr. Walter Spahr suggests the following 
four point program to keep our monetary 
affairs in order: 


1. Give all possible aid to those who are 
trying to reduce and eliminate non-essential 
governmental expenditures. 


2. Fight sponsors of bigger and better 
programs of government expenditures, de- 
ficits, and debts, as we have seen them dur- 
ing the last decade. 


38. Fight greenbackism and currency de- 
preciation in all its forms. 


4. Urge a permanent national debt as 
the ultimate solution to the debt problem. 


Commercial & Financial Chronicle, Mar. 4, 1943 


British Food Subsidies 


Subsidies play an important role in Eng- 
land and have been used effectively to sta- 
bilize the cost of living index which has 
remained almost unchanged since the intro- 
duction of the subsidy program in April 
1941. Dr. Jules Backman explains how 
this stability was achieved and the various 
indirect uses of the subsidy device and con- 
cludes that it “has been an effective weapon 
in the battle against inflationary price 
rises.” 

Dun’s Review, Mar. 1942 


Social Security 


The report of the National Resources 
Planning Board, which has evoked so much 
discussion, is a portentous document. How- 
ever, the Board has prepared a brief 
pamphlet entitled “After the War—Toward 
Security” in which are reproduced the in- 
troduction and recommendations of the 
larger report. It is stated: 

“First, that our economy must provide 
work for all who are able and willing to 
work. Included in this is a special responsi- 
bility for an adequate youth program which 
should be an integral part of any govern- 
mental undertaking to establish security. 

“Second, that for a great number whose 
work is interrupted, the social insurances 
must carry much of the load of providing 
adequate income. 

“Third, that where the insurances or 
work policies fail to take care of an in- 
terruption in income, adequate guarantees 
of minimum aid and assistance must be 
given both to individuals and families 
through a general public assistance system. 


“Fourth, that where adequate services 
essential to the health, education, and wel- 
fare of the population are not available, 
public provision should be made for the de- 
velopment of such services.” 


Pay Now for Post-War Delivery 


Arguments for and against this plan are 
debated by V. M. Ratner of OPA (pro) and 
R. H. Stout, president of the Morris Plan 
Bankers’ Ass’n. (con). Here can be found 
a clear cut analysis of the objectives, merits 
and defects of the Nugent proposal to ef- 
fectuate this plan. (Cf. “Sold—for Post 
War Delivery, June 1942 Trusts and Es- 
tates 547.) 

Modern Industry, Feb. 15, 1943 








CHINA RATIONS MEAT, SUGAR AND 
OIL 


Rationing of meat, sugar and cooking 
oil was started in Chungking March 15. 
Elaborate restaurant meals will be elim- 
inated and simple fixed-price meals will be 
substituted. Pork is to be on sale only one 
day in five. Sugar, cooking oil and other 
household necessities will require coupons. 
The sale of all luxuries will be forbidden. 


CANADIAN COST OF LIVING BONUS 


The cost of living bonus formerly paid 


only to workers in trade and industry in 
Canada has been extended to wives and 


children of men in the services. Bonus pay- 
ments are distributed as part of the wage 
stabilization program and the amount is 
related to changes in cost of living. The 
bonus payment is increased or decreased 25 
cents or one percent of income, depending 
upon the wage classification of the recipi- 
ent, for each change of one point in the cost 
of living index. A wife with a child is 
eligible to receive $1.40 a month. A wife 
with a child eligible for a child dependent’s 
allowance is entitled to $2.60 a month. 


CANADIAN FOOD SITUATION 


Amounts of beef, pork, fish, butter, sugar, 
coffee and tea allocated to the armed forces 
of Canada are being reduced to provide in- 
creased civilian supplies, according to the 
Department of Commerce. Civilian rations 
of butter, originally fixed at one-half pound 
a person a week, have been reduced to one- 
third pound because of the decline in cold 
storage holdings. Beef, which is unrationed, 
is scarce. Increased consumer purchasing 
power, heavy consumption by the armed 
forces and scarcity of pork resulting from 
the large exports to Great Britain have 
contributed to the scarcity. 
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Abundance of feed which has induced 
farmers to retain cattle longer than usual 
and the desire of livestock raisers to with- 
hold cattle for the seasonal increases in 
beel ceiling prices are factors in the scarc- 
ity. 

Exports of foodstuffs to Great Britain 
show no signs of slackening. About 25 
percent of all meats made available during 
1942 and 65 percent of the cheese produced 
were exported. 


New transactions reported include an 
agreement by the British Ministry of Food 
to take from Canada in 1943 up to 9,000 
long tons of dried eggs, the equivalent of 
63,000,000 dozens eggs in the shell. Pre- 
war shipments of eggs from Canada to the 
United Kingdom were approximately 1,000,- 
000 dozens annually. 


BRITISH WAR PROFITS 


Gross profits after excess profits taxes 
but before standard income taxes have been 
declining slightly since 1939. In 1941, the 
total decline was about 5% and preliminary 
figures for 1942 show only minor changes 
from the preceding year. The Economist’s 
index of reported profits “from which sub- 
stantial deductions for income tax have 
been made at increased rates since 1939” 
(July 1935-June 1936=100) : 
3rd Quar. 
124.4 
116.8 
104.7 101.0 98.6 
94.4 95.4 93.1 


The Economist, Feb. 20, 1943 


2nd Cuar. 


125.2 
120.8 


4th Quar. 
121.6 
115.1 


Ist Quar. 
129.3 
120.7 
112.9 

96.5 


1939 - 
1940 _.. 
1941 - 
1942 __ 


ICELAND RATIONS GAS 


Gasoline rationing began throughout Ice- 
land on February 20, allowing approximate- 
ly 3 and % gallons a week for private vehi- 
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cles. Since Iceland has no railroads or 
other public transportation, horses will be 
the only alternative. 


INDIA CONTROLS METALS FACTORIES 


Private factories in India engaged in the 
production or manufacture of metal or in 
any engineering work have been placed un- 
der Government control. The Director 
General of Munitions Production is em- 
powered to require any factory to under- 
take scheduled work and to prohibit any 
factory from performing work not sched- 
uled. 


AUSTRALIAN RATIONING 


Prime Minister Curtin has announced 
that because of the war demands, shortage 
of manpower, increased purchasing power, 
and transportation difficulties, rationing 
may be necessary for meat, milk, vegetables, 
fruit, canned goods, jam, rice, dried fruits 
and fish. 


FRENCH MEAT RATIONS 


For the month of April, French meat ra- 
tions have been reduced to 4 oz. weekly, 
largely as the result of German requisition- 
ing of supplies. 

A faulty price policy led to a mass 
slaughter of cattle. The disparity between 
the prices for butcher’s meat and the prices 
paid for cattle is so wide that the farmer 
does not find it worth his while to sell cattle 
at the fixed prices. Enormous masses of 
meat are being absorbed by the black mar- 


ket. 
The Economist, Feb. 27, 1943 
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Byrd Committee Urges End to RACC 


Discontinuance of the lending activities of 
the RACC loan program and the considera- 
tion by Congress of legislation providing 
for the immediate liquidation of the Re- 
gional Agricultural Credit Corporations 
were the principal recommendations made 
to Congress by the Joint Committee on Re- 
duction of Non-Essential Federal Expendi- 
tures—Senator Harry F. Byrd, chairman— 
in the report of its investigation of the 
RACC submitted to Congress last month. 
In addition the committee recommended that 
the Secretary of Agriculture immediately 
issue a regulation requiring the various 
lending agencies under its jurisdiction to 
discontinue the solicitation of loans. 


Citizens Committees on 
Reconstruction Plans 


Taking the position that of Business is 
to maintain its independence and preclude 
further criticism it must adopt a wider 
concept of its economic duties and responsi- 
bilities, Robert Jellett, president of the 
Royal Trust Company of Montreal, speak- 
ing as president of the Canadian Chamber 
of Commeree at the annual Winnipeg Board 
of Trade meeting, urged the creation of 
Citizens Committees for reconstruction stu- 
dies. Stating that single concerns in a cer- 
tain line of business could not make the 
best plans by themselves but would have 
to do the job jointly with others in the 
same line, he envisaged a broader develop- 
ment of business leadership in planning the 
economic future to assue: 


1. Full employment 
2. Improved employer-employee 
tions 

3. Adequate social security 

4. Higher standards of nutrition 

5. Improved educational facilities 
through committees representative of bus- 
iness, labor, agricultural, social and other 
pertinent organizations, to study and sup- 
plement plans originated by government 
and private commissions. This two-way ap- 
proach he advanced as the better alterna- 
tive to leaving planning to State control | 
groups who promise without adequate re- 
gard to practical consequences, as against 
cooperating free enterprise which can 
point to real attainments in providing 
wherewithal. “Don’t let the sneers of the 
leftists shake our confidence in economic 
progress by recognized means,” he told the 
meeting. “The multitude of their words 
only hides the impracticability of their 
schemes. No matter how thin they slice 
the idea that state operation of business 
and finance will raise the standard of liv- 
ing, it is still bologna.” 


rela- 
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$25,000 Limit Lifted 


The President’s Executive Order limiting 
salaries to $25,000 after taxes has been 
countermanded by Congressional action—a 
rider attached to the measure raising the 
debt limit. Mr. Roosevelt permitted the bill 
to become law without his signature. Had 
he vetoed it, the Second Victory Loan Drive 
would have been delayed. 
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financial information in general and Philadelphia 
information specifically — this company will give 
you prompt and effective service. 


* 
FIDELITY-PHILADELPHIA TRUST COMPANY 


Organized 1866 


135 South Broad Street e Philadelphia 


Member Federal Reserve System 
Member Federal Deposit Insurance Corporation 
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THE PENALTY OF OVER-SPECIALIZATION 


Editorial 


HE most important shortage, 

even in these days, is in econ- 
omic leadership. No doubt there is a 
sufficient source of latent ability 
among business management which, 
given the opportunity, could do an 
excellent job of organizing the vari- 
ous parts of our production and dis- 
tribution machines for greater war 


efficiency, as well as for post-war 


planning. But with relatively few 
exceptions, the government has 
chosen, for many of the high com- 
mands at home, men of very limited 
or no practical experience in busi- 
ness. The preponderance of acad- 
emic economists, educators and law- 
yers in departments and bureaus 
which control and plan our industria] 
life has, unfortunately, too often been 
dictated by political motives or agree- 
ableness to social reform philoso- 
phies of the New Deal. 

This is no accusation of these groups, 
but rather of the habits and system of 
specialization which we have developed. 
The speed-up of the industrial evolu- 
tion has put an over-high financial 
premium on technicians or specialists 
who know only their own little sphere 
but have given inadequate consideration 
to the relationship and interdependence 
of their function with the general econ- 
omy. It is as though we were building 


or modernizing a house, with the car- 
penters of each room acting inde- 
pendently of the others, with no inter- 
est in the over-all design or the way ° 
in which their room would be joined to 
the others. This attitude has uncon- 
sciously taken hold in finance as well 
as in industry, as typified by the shrug- 
ging remark “That’s no concern of 
mine—I’m only interested in making 
loans (or bathtubs or shirts or mouse- 
traps) .” 


Many a successful industrialist can 
discourse expertly on arc-welding or 
machine-lathes, but is either lost or un- 
vocal when it comes to questions of fis- 
cal policy or distribution of national 
income or even of conditions affecting 
the users of his products. Yet these 
are fundamental to the national wel- 
fare, and thus to his own. Research in 
techniques of production has been de- 
veloped to an amazing degree, yet little 
thought has been given, outside of gov- 
ernment, to assure a continued source 
of prosperous customers. Thus we see 
the bits-and-pieces of the jig-saw puz- 
zle called the national economy made 
with expertness, but their putting to- 
gether left to others. Those “others” 
have turned out to be the government 
planners, and instead of practical in- 
dustrial planning by economic-minded 
business men, we have social planning 
largely left to non-businessminded 
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theorists, supposedly students of the 
“economic picture.” 


HIS is unfair to both groups, and 

dangerous to our nation. In our 
present complex industrial pattern we 
cannot leave the job to business man- 
agers with only specialized knowledge 
and training, or we wind up with a 
collapse such as was witnessed in 1929- 
730, even though the fault was even 
more with foreign leadership. Nor can 
we leave it to the “generalists” of social 
reform, or we wind up with continuance 
of depression, confusion, political red 
tape and paternalism as in the ’30s— 
of which dictatorship was the major 
European counterpart. Both education 
and industrial organization owe it to 
the country that this specialization be 
bridged over. The recent disclosure by 
The New York Times of the lack of his- 
torical education is appalling, and the 
same would doubtless be said of eco- 
nomic education if there were any way 
short of bankruptcy to prove it. 


Industrial organization might profit 
itself and the nation, whether for war 
or peace employment, by studying mili- 
tary organization. The armed forces, 
composed of various services, with in- 
numerable units and specialized func- 
tions for each, yet maintain a correla- 
tion which gives them unity toward the 
same object of general security and 
power. Liaison officers are the rule, 
not the exception, with joint admin- 
istrative boards which together effec- 
tively coordinate the working of the 
various parts of the military machine. 
It is hard to imagine a Colonel of in- 
fantry who does not have keen interest 
and working knowledge of the functions 
of the artillery, of the Air Corps, of 
the Navy. Yet too many industrial 
Colonels think to win their battles by 
themselves, or complain of the results 
when impractical, perhaps disastrous 
orders come from an arm-chair General 
who got his education solely from books 
of past strategy or law. 

Specialization is a mixed blessing: 
many able men will always be required 
to concentrate on special problems, 
with the glorious isolation that breeds 
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invention or new techniques. But it will 
produce only fool’s gold if not con- 
sciously and intelligently correlated 
with the other parts of the industrial 
picture, toward a common objective. 
The role of industrial managers has 
been confused with the role of the tech- 
nical manager. Unless the former un- 
derstand their relation and responsibil- 
ity to the general welfare and plan ac- 
cordingly from the ground up, we can 
expect planning from the top down by 
those willing—and anxious—to assume 
this immortal prerogative. The off- 
spring is called by various names, but 
all related to the Omnipotent State. 


STATE-WIDE COST AND 
INCOME STUDY 


EWS of immeasurable value to trust 

men was the release, on March 15th, 
of “Trust Department Earnings and Ex- 
penses—Special Report of the Superin- 
tendent of Banks of the State of New 
York” (see page 347 this issue). This 
comprehensive analysis is a statistical 
gold mine from which, in months to come, 
much good ore will be extracted—by the 
editors of Trusts and Estates and by 
cost-minded trust men individually, in 
New York and elsewhere. It is, we be- 
lieve, the first statewide fee-and-cost 
study made by any banking department 
of and for the institutions under its 
supervision. Semi-official surveys, such 
as the study published by the American 
Bankers Association in 1932 of nine re- 
presentative trust institutions, have fall- 
en far short of this examination which in 
its initial stages, in 1939, covered 123 
trust institutions throughout the state, 
and subsequently concentrated on minute 
analysis of 32 representative depart- 
ments. 


Elsewhere in this issue a beginning is 
made of an analysis of the New York 
Banking Superintendent’s report: a com- 
parison with the report’s predecessor— 
the 1932 A. B. A. study—of the composi- 
tion of “‘Expense.” Subjects for later 
analysis will include the effect of re- 
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duction of trust income on commissions 
and the relation of trust department in- 
come to capital investment. Even to 
trust men in states where the fee base 
differs widely from New York’s, these 
analyses will have meaning, for the ra- 
tios tabulated are in terms of cost, a 
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common denominator in which all sec- 
tions can reasonably meet. 

With the impetus of the Banking De- 
partment’s approval bills increasing trus- 
tees’ commissions on testamentary and 
voluntary accounts are now before the 
Governor for approval. 


OF ALL THE SHIBBOLETHS ... 


F all the shibboleths that in the 

name of prudence have blocked pro- 
gress, the rejoinder “But it costs money” 
is probably the most wicked. It almost 
prevented Columbus’ discovery of Amer- 
ica; it has delayed perhaps every great 
invention from Watt’s steam engine to 
television. It is even today closing many 
doors to representatives of business and 
professional firms of great cumulative 
ability and experience who have products 
or services of immeasurable benefit to 
offer. In the fields of trusteeship and 


insurance and estate counsel it is the 
most important cause of failure to pro- 
vide adequate protection for the family. 


This thoughtless, casual dismissal of op- 
portunity to put one’s house in order be- 
cause “It costs money.” 


Surely it does—just as it costs money 
to repair the roof to keep one’s home 
from becoming a water-logged ruin, or 
to get a piece of cloth tailored to make 
overalls or a business suit. “But that’s 
different,” the casual one says; “I can’t 
get along without a roof or a decent 
suit.” Yet many a wife and child have 
been left to do just that, because Dad 
didn’t figure that his family’s needs for 
protection might well outlive his earning 
power. Is it conceit, or merely thought- 
lessness, that causes a man to begrudge 
the cost of assuring a good living to his 
family during their lives, instead of just 
during his? 

It does cost money to provide insur- 
ance, to consult with a lawyer, to set up 
a trust or management account for his 
savings, to put his estate in order. He 
can avoid those costs—but his family 
can’t. They may pay dearly for his 
pennywise “economy” in the dear school 


kept by experience. (A dear school but 


far from exclusive!) 


What miserly affection, what selfish 
heedlessness that spends money to pay 
for his own well-being, that gratifies the 
pleasure of being surrounded by a happy, 
grateful family, but counts even a mod- 
est expense too high to buy their hap- 
piness and gratitude when he is no 
longer at their side—the time they need ~ 
protection most. What is the use of 
money except to buy good living for those 
dear to us? The able trust officer, pro- 
bate lawyer, life insurance man are sell- 
ing a protection that few others are ex- 
pert and experienced enough to provide, 
for that is their work, just as it is every- 
body else’s job to sell products or services 
of one sort to another. So as one salesman 
to another: “Let’s do business.” Trus- 
tees and estate counsel and insurers 
have the finest commodity in the world 
to sell—one of the main things that a 
man works to provide: family well-being, 
now and after! 
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Guaranty Trust Company of New York 


140 Broadway 
Fifth Ave. at 44th St. Madison Ave. at 60th St. 


London: 11 Birchin Lane, E. C. 3; Bush House, W. C. 2 
Condensed Statement of Condition, March 31, 1943 


RESOURCES 


Cash on Hand, in Federal Reserve Bank, and 

Due from Banks and Bankers $ 589,851,754.09 
U. S. Government Obligations 1,827,681,573.24 
Public Securities 46,596,029.38 
Stock of the Federal Reserve Bank 7,800,000.00 
Other Securities and Obligations ; 17,920,926.31 
Loans and Bills Purchased ...................----------------00----------------------- 499,761,700.62 
Credits Granted on Acceptances 1,478,871.18 
Accrued Interest and Accounts Receivable 11,102,922.68 
Real Estate Bonds and Mortgages 1,670,340.71 


3,003,864,118.21 
Bank Buildings 10,521,800.19 
Other Real Estate 1,087,696.30 


ee TT Re 


LIABILITIES 


Deposits $2,646,711,256.55 
Treasurer’s Checks Outstanding 19,550,133.74 


$2,666,261,390.29 
Acceptances $4,584,461.74 
Less: Own Acceptances Held for Investment 3,105,590.56 


1,478,871.18 
Liability as Endorser on Acceptances and 
Foreign Bills 109,839.00 
Federal Funds Purchased 50,250,000.00 
Foreign Funds Borrowed 152,550.00 
Dividend Payable April 1, 1943 2,700,000.00 
Items in Transit with Foreign Branches and Net 
Difference in Balances Between Various Offices: 
Due to Different Statement Dates of Foreign 
Branches 1,452,490.25 
9,622,794.06 


2,732,027,934.78 


$  90,000,000.00 
Surplus Fund 170,000,000.00 
Undivided Profits 23,445,679.92 


Total Capital Funds 283,445.679.92 
Total Liabilities $3,015,473,614.70 


Securities carried at $251,183,134.17 in the above Statement are pledged to qualify for 
fiduciary powers, to secure public monies as required by law, and for other purposes. 


This Statement includes the resources and liabilities of the English Branches as of 
_—— 26, 1943, French Branches as of October 31, 1942, and Belgian Branch as of 
October 31, 1941. 


Member Federal Deposit Insurance Corporation 
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TRENDS IN ESTATE PLANNING 


HENRY S. KOSTER 
Financial Analyst and Consultant, New York City 


LIFE INSURANCE INSTALLMENTS 
AND THE INCOME TAX 


HE: proceeds of a life insurance 

policy, payable at the death of the 
insured, are specifically exempted from 
Federal income tax by the Internal Rev- 
enue Code. But the tax definition of 
“proceeds” has been under dispute be- 
tween the Treasury Department and the 
courts. 

The face amount of a life insurance 
policy may be payable at the death of the 
insured either in a lump sum, or such 
proceeds may be retained by the insur- 
ance company to pay annual installments 
to the beneficiary for a limited number 
of years or for life. It is with respect 
to the latter method that the income tax 
dispute has arisen. The Treasury De- 
partment had maintained and issued reg- 
ulations to the effect that only the amount 
of proceeds payable as of the date of 
death of the insured was exempt from 
income tax and that the interest incre- 
ment in installment payments was sub- 
ject to income tax under various specified 
methods of calculation. The reason given 
for this is that the proceeds of an insur- 
ance policy retained by the insurance 
company for payment to the beneficiary 
in installments, earn interest which is 
used to increase the installment pay- 
ments. However, a series of court de- 
cisions held the Treasury Department’s 
regulations in this respect to be invalid 
and that no part of the installment pay- 
ments received by a beneficiary were sub- 
ject to income tax to the beneficiary. The 
issue has never reached the Supreme 
Court. 

A further question involved is the tax 
position of installment payments in the 
case in which the insured himself has 
directed the payment of the proceeds in 
installments as against the case where 
the beneficiary has selected the option of 
installment payments. In the latter case, 
upon the death of the insured the bene- 


ficiary would have the right of election 
either to take the proceeds of the policy 
in cash or to direct the insurance com- 
pany to place such proceeds under one 
of the installment options contained in 
the policy. In this situation it has been 
generally conceded that part of each in- 
stallment payment is taxable to the bene- 
ficiary. But where the insured has 
directed the proceeds to be payable in 
installments the above mentioned con- 
troversy has taken place. 


A few weeks ago the Treasury Depart- 
ment amended its regulations which had 
been declared invalid by the court de- - 
cisions, through issuance of T. D. 5231. 
By this ruling the Treasury Department 
has “implied” that, in cases where the 
insured directs the proceeds of a life in- 
surance policy to be paid in installments 
to the beneficiary, no part of the install- 
ment payments will constitute taxable in- 
come to the beneficiary. We say “im- 
plied” for the reason that this ruling 
limits the imposition of an income tax 
on installment payments to cases where 
the beneficiary elects the option. The 
ruling is silent with respect to the situa- 
tion where the insured directs the use of 
the installment method of payment. 


If this implication represents a com- 
plete acquiescence on the part of the 
Treasury Department, installment pay- 
ment of life insurance proceeds to bene- 
ficiaries represents a most favored type 
of benefit to them as against interests in 
other forms of property. This tax exemp- 
tion, of course, is limited to the type of 
optional mode of settlement contained in 
life insurance policies whereunder prin- 
cipal and interest are paid out in install- 
ments. If the insurance company simply 
retains the proceeds of a policy and pays 
only the interest to the beneficiary, such 
interest clearly constitutes taxable in- 
come to the beneficiary. 


The foregoing seems to represent the 
situation as of today. Beneficiaries who 
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have in the past been receiving install- 
ments from life insurance policies where- 
under the insured had directed such 
method of payment, should consult their 
attorneys and take steps to file allowable 
claims for refund of tax if they have in- 
cluded any part of their installment pay- 
ments in their taxable income. 

However, it is by no means certain that 
the previously mentioned “implication” 
actually represents a cessation on the 
part of the Treasury Department of its 
attempt to tax the interest portion of life 
insurance installment payments. Even if 
the Treasury Department admits defeat 
because of the wording of the present 
applicable provision of the Internal Rev- 
enue Code, it is entirely probable that it 
will recommend to Congress that the tax 
law be changed so that their original reg- 
ulation would be validated. 


* * * * 


PROTECTING CORPORATION KEY 
EXECUTIVES 


Zp Internal Revenue Code imposes 


penalty surtaxes on corporations who 
accumulate “unnecessary surplus” out of 
earnings instead of disbursing such earn- 
ings to stockholders in the form of divi- 
dends. The contention is that such action 
was taken by the corporation for pur- 
poses of avoiding income taxes levied 
against stockholders on dividends re- 
ceived. 

The term “unnecessary surplus” is, of 
course, subject to controversy between 
the taxpayer corporation and the Com- 
missioner of Internal Revenue. One of 
the factors making a corporation sus- 
pect of having accumulated unnecessary 
surplus is present where the corpora- 
tion’s balance sheet shows an investment 
in stocks and bonds, which are not 
directly related to the business of the 
taxpayer. In this connection, investments 
by a corporation in United States War 
Savings Bonds receive no different treat- 
ment from investments in other types of 
securities. This has been so ruled by the 
Treasury Department. Therefore, in the 
direct purchase of War Bonds, a corpo- 
ration must continually keep this point 
in mind. 
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After a corporation, however, has ac- 
quired the maximum amount of War 
Bonds which it feels can safely be car- 
ried on its balance sheet without run- 
ning into the question of “unnecessary 
surplus,” it can make further contribu- 
tions to financing the war by making in- 
vestments which would constitute a 
necessary protective act. Just as a corpo- 
ration insures risks as to plant, equip- 
ment and operations, so should it insure 
the risk involved in losing a key execu- 
tive who makes important contributions 
to the success of the corporation. In 
other words, corporations should own and 
pay for insurance policies on the lives of 
their key executives so that, in the event 
such an executive’s connection with the 
business is terminated because of his 
death, the corporation will secure indem- 
nification against the resulting economic 
loss. The amount of insurance so car- 
ried would be dependent upon the esti- 
mated value to the corporation of the 
continued services of the executive. 


Under this mechanism, the corporation 
would pay out of earnings the premiums 
on these insurance policies. All types of 
life insurance policies, with the exception 
of term insurance, contain a cash sur- 
render value. Over a period of years this 
cash surrender value will ordinarily equal 
about two-thirds of the net premiums 
paid. These cash values would be carried 
on the balance sheet of the corporation 
as an asset. The accounting effect of 
this, of course, would be to increase the 
corporation’s surplus account by the 
amount of such cash value. However, it 
is maintained that while the executive is 
living this would constitute necessary 
surplus as the investment in the insur- 
ance on the lives of key executives would 
constitute necessary protective action by 
the corporation. 


In the event of the executive’s death, 
the corporation’s surplus would be 
further increased by the excess of the 
face amount of the policy over the cash 
value as previously carried on the corpo- 
ration’s balance sheet. However, such 
additional funds would be received by 
the corporation only by virtue of the loss 
of the valuable executive. Therefore, 
such funds should constitute a necessary 
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reserve on the corporation’s books for the 
purposes of offsetting such loss and train- 
ing a suitable replacement. 


This investment by a corporation is 
directly related to the purchase of War 
Bonds, since a good percentage of new 
premium money currently received by 
life insurance companies is invested in 
United States Government Bonds. There- 
fore, the monies so used by a corporation 
will assist in financing the War, and at 
the same time give the corporation the 
important advantages of having protect- 
ed itself against the economic loss to it 
caused by the death of a key executive. 


Portland Trust Men Meet 


Henry A. Theis and Howard Miller, vice 
presidents of Guaranty Trust Company of 
New York, met with the Portland (Ore.) 
trust officers last month. It was an in- 
formal dinner session with a questionnaire 
round-table on what the A. B. A. Trust 
Division (of which Mr. Theis is vice presi- 
dent) is doing and can do for its members. 
Mr. Miller explained the analysis of securi- 
ties by industry and individual corporation. 

Those attending the meeting were im- 
pressed with the great advantages of such 
informal gatherings without—as our report- 
er put it—stuffed shirts or cocktails. 





British Trust Funds in U. S. 


Twelve American trust companies were, 
as of Dec. 31, 1941, holding in trust over 
$167,000,000 for policy-holders and creditors 
of United States Branches of British fire 
insurance companies, according to figures 
compiled by Best’s and reported in the 
March issue of Savings Bank Journal. 
These funds were divided as follows: 


Bankers Trust Co., N. Y. —— $35,526,5061 
Bank of New York, N. Y. —--. 17,157,633 


Central Hanover Bank & 
(uu Le A 46,480,9582, 4 


United States Trust Co., N.Y. 50,456,7633 


Chemical Bank & Trust Co., 


5,621,027 
Guaranty Trust Co. of N. Y. — 5,277,175 


City Bank Farmers Trust Co., 
N. Y. 


Chase National Bank, N. Y. --- 


Fulton Trust Co., N. Y. -.----.- 
Wells Fargo Bank & Union 


Trust Co., San Francisco 


American Trust Co., 
San Francisco 


Hartford-Connecticut Trust 


2,596,716 
3,300,947 
1,177,357. 


.. 15,681,5741, > 
5,836,8032 


3,511,7434 


1. Joint trustees as to $5,201,553. 
2. Joint trustees as to $5,836,803. 
3. Joint trustees as to $10,480,021. 
4. Joint trustees as to $3,511,743. 


If It Is 


CALIFORNIA PROPERTY 


Then 


ANCILLARY SERVICE 


IS AVAILABLE AT THE OLDEST 
INDEPENDENT TRUST COMPANY 
IN THE PACIFIC SOUTHWEST 


TITLE INSURANCE AND TRUST COMPANY 


433 South Spring Street 


Los Angeles, California 
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Over 
SUXTY 
Years of 
Ex perience 
In Chicago 





Sometimes the facilities 
of an out-of-town trust 
company are required for 
the proper management 
of your clients’ business. 


Monroe Street, east of LaSalle 


Your inquiries are always 
cordially welcomed. 


TRUST DEPARTMENT 
Harris Trust and Savings Bank 


Organized as N. W. Harris & Co. 1882. Incorporated 1907 


HARRIS TRUST BUILDING, CHICAGO 


Member Federal Deposit Insurance Corporation 
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ADVANTAGES OF TRUSTEE-MANAGED 
PENSION TRUSTS 


HE ideal pension plan is one which 

combines insurance and trustee-man- 
agement, according to L. G. Hanmer, 
consultant on employee benefit plans. 
Speaking at the March meeting of the 
New York A. I. B. Trust Problems Sem- 
inar, Mr. Hanmer pointed out that the 
insurance type of pension plan runs as 
much as 50% more expensive than the 
trustee type, while on the other hand a 
trustee should not, when employees reach 
retirement age, speculate on the probable 
life of the pensioner. Moreover, pension 
payments by the trustee would involve 
too much expense and trouble. Hence, 
contributions to the pension fund should 
be administered by the trustee until re- 
tirement age, at which time it will pur- 
chase an annuity for the pensioner, thus 
liquidating the company’s and the trus- 
tee’s liability to him, asserted Mr. Han- 
mer. 


It is the duty of the new business man 
to inquire into the best interests of the 
corporation in deciding which type of 
plan to set up, while from the trust com- 
pany’s viewpoint, Mr. Hanmer stated 
that the trustee-managed plan is likely 
to be more profitable than the insurance 
type. He compared the latter with un- 
funded life insurance trusts as to their 
instability and possibility of lapsation. 
In reply to a question as to the smallest 
number of employees which would be 
practical for a trustee type plan, the 
speaker declared that it depends on the 


circumstances but he would like to see it 
made automatic for cases involving 500 
or more employees. 


Something more than a strict pension 
should be provided, Mr. Hanmer said. 
Provision should be made as well for pay- 
ments if the pensioner dies or leaves em- 
ployment before retirement age. In 
planning payments to survivors of em- 
ployees dying before retirement age, it is 
more equitable to provide larger pay- 
ments on the younger deaths. Probably 
the best way to pay for these additional 
benefits is to purchase ordinary life in- 
surance immediately and make addition- 
al contributions to the pension trust. 


Outline of Plan 


W. B. Dunckel, trust officer of Bankers 
Trust Co. of New York, outlined the con- 
siderations in the establishment of a pen- 
sion trust as follows: 


I. Scope and Features—a question of 
corporate policy—to fit each case. 
Employer must decide: 

a) Contributory or non-contribu- 
tory 
Group to be covered—due re- 
ference to law 
Benefits 
Fixed benefit or money pur- 
chase. 


b) 


c) 
d) 


II. Determination of Cost—after laying 
out framework, employer wants to 
know cost. 
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Give actuary data on employees as V. Trustee—Principal duty is invest- 
to age, sex, length of service, and ment— 
wages. 

. Rules and Regulations— 

By now, employer has rough outline 
of plan and cost. Rules and Regu- 
lations formally embody features, 
provide for administration. 

Features—Eligibility, contributions, 
prior service, retirement age, pen- 
81008. b ' ; Illinois trust institutions were holding 

Administration—Pension committee. jn all fiduciary capacities assets totalling 
Use payroll data for necessary ac- $4,065,047,417 as of Dec. 31, 1942, accord- 
counts and records, amount of pen- ing to the recently released report of the 
sion and to whom. State banking department. This compares 

Actuary assists—review mortality very favorably with the previous year’s 
experience, withdrawals, increase figure of $3,734,255,162. A total of 59,708 
in wages, earnings, and determine accounts was being administered at the 
contributions. close of 1942, compared 62,037 as of a year 


: ‘ ato. earlier. The largest class of account was 

; one pel gaa Separate custodianship, amounting to $1,119,332,359, 

; : almost double the 1941 sum. Funds close 

Rely on Pension Committee to $600,000,000 were held in each of the 

State of irrevocability. classes of trusteeship under will, under 

Investment Restrictions agreement and under trust deed. The Chi- 

Annual accounting cago banks were handling over 90% of the 
Termination provision total trust business in the state. 


Paying checks 
Keeping Accounts. 


Illinois Trust Business Gains 
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Comprehensive Fiduciary 
Service in Chicago 


This company—the first to qualify under the General Trust 
Company Act of the State of Illinois—has been continuously active 
in trust administration since 1887. Fifty-four years of experience 
in all types of fiduciary activity in this area qualify us to give you 
and your customers full cooperation on both corporate and 


personal trust matters in Illinois. 
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% Vi Y77 VAYLGY 


EST WASHINGTON ST. 
CHICAGO 


BUSINESS ESTABLISHED IN 1847 





NEW BUSINESS 


PROMOTING PENSION. TRUSTS 


N recent weeks we have talked with a 

number of people about employee’s re- 
tirement plans—pension plans, for short 
—and we have corresponded with many: 
trust men, actuaries and executives. The 
market for trust new business develop- 
ment in the field of employee relations is 
truly vast. There are prospective my- 
riads of small trusts lumped for con- 
venience and economy of management in- 
to big trusts. Need we worry overmuch 
about the breaking up of big estates 
when thousands of little estates await 
coagulation into manageable funds by a 
device which labor, management and gov- 
ernment unites in approving? Yet, as the 
Trusts and Estates survey (reported in 
the March issue) disclosed, relatively lit- 
tle has been done by trust institutions to 
give shape or method or acceleration to 
this type of business. 

Laurence Hanmer’s recent provocative 
articles* revealed one of the reasons why 
trustmen have lagged: the selling of pen- 
sion trusts has been confined to the mili- 
tant fraternity of life insurance men 
who, with the passion of crusaders, have 
made the words “insurance” and “pen- 
sion” virtually synonymous. Trustmen, 
by and large, have been content to as- 
sume that pensions and insurance com- 
pany annuity contracts were in truth a 
Siamese twin arrangement. Opposed to 
the “insured pension plan” they have en- 
visaged a sprawling actuarial confusion 
which frightened them somewhat, so that 
they have clung to the insurance contract 
form as a tangible reality. Handed to 
them as a package, they have been con- 
tent to hold the package. 


A Chart for Guidance 


ET in the latest Hanmer article is 
the solution to their problems—the 
problem of selling as well as the problem 
of administration. This lies in drawing 
a line at the point where the trust func- 
tion properly ends and the insurance 


*November, 1942 and February, 1943 issues of 
Trusts and Estates. 


Trust New Business Column 


function properly begins. Assuming 65 
to be the retirement age, let us draw the 
line right there. 


Up. to age 65, small amounts of money 
periodically are put aside for the account 
of each employee to build a retirement 
fund, a fund that will pay him “X”’ dol- 
lars for the remainder of his life. (The 
algebraic “X” reflects such variables as 
the duration of his service and his aver- 
age pay over a specified period of time.) 
The holding and management of this ac- 
cumulation of monies is a normal trust 
function. It is wasteful, on the other 
hand, to pay premiums (salesmen’s com- 
missions and other loading charges) for 
the purchase of a number of deferred an- 
nuity contracts which will inevitably 
lapse, in the process of employment turn- 
over, before age 65 is reached. 


But when age 65 is reached, the worm 
of logic turns. Annuities are an item in 
the stock-of-trade of the insurance com- 
pany, whose business is gambling on the 
duration of lives. The pension trustee, 
in fairness to the employee, should not 
pretend to be engaged in that business, 
since the continuance of pensions until 
the employee dies may depend on the con- 
tinuance of contributions by the employer 
—and the employer may have shuffled off 
its corporate coil in the meantime. 


A New Pension Form 


ERE, then, is an opportunity for 
trust new business men everywhere. 
Of the several thousand pension plans in 
existence the great majority are either 
(1) trustee-managed throughout or (2) 


underwritten by insurance companies 
with perhaps (2a) supplementary trus- 
tee-managed reserves. The form (3) 
which contemplates trustee-management 
until retirement age is reached, and 
simon-pure annuities thereafter, is new 
and offers advantages in cost and prac- 
ticality over the other forms. With pas- 
sion akin to the insurance salesman’s you 
may offer this plan in replacement of 
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outmoded plans as well as in situations 
yet unplanned; and your efforts will not 
defeat insurance (which you properly be- 
friend) but will help sell it—in its ap- 
propriate place. 


POPULARITY vs. NOTORIETY 


E are not given to dispraise, any 

more than we are inclined to praise 
indiscriminately. But there are times 
when we must say, “This, in our opinion, 
is not good.” 


“T AM A WIDOW”—“A short, short 
story (any similarity to persons living 
or dead is purely accidental.) Reading 
time, 2 minutes”—screams from triple 
bands of black; tells of Peter and Poot- 
sey; of bankers like beagle hounds who 
invest $5,000 of a $20,000 estate in 
Cissy’s dress shop (heaven help Poot-sey, 
the infant remainderman!) which heaven 
did, for five years later a $1,000 War 
Bond bonus is paid each of the happy 
partners. We hope the special guardian 
will claim no improvidence in these gifts! 


Color in advertising we have pleaded 


for; and we regard it misguided squeam- 
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ishness to deny utterly to readers of trust 
advertising the information that people 
eventually die. So we have no objection 
to the stark opening of this ad—“‘When 
Jim died”—but we do protest the com- 
bination of “tabloid” and “confessional’’ 
in typography and style. Somewhere be- 
tween dignity and indignity must be a 


middle ground of informal good taste. 


There is a danger, moreover, in this 
kind of advertising that goes beyond 
style. Grant that it draws attention— 
wide attention. Does it draw attention 
from the right people and to the right 
thing? Conservative readers may ques- 
tion the judgment of a prospective trus- 
tee who would subject the whole of a 
widow’s small fund—not merely the in- 
vested quarter of it—to the risks of part- 
nership liability. Many more may be led 
to expect miracles of amiability (blessed 
with the Midas touch) on the part of 
trust officers who by public advertise- 
ment invite importunation by eager bene- 
ficiaries: “Look at this lunch wagon for 
sale cheap on the Boston Post Road!” 
points one; “There’s a fortune in this oil 
well!” cries another. Uneasy lies the 

head of the trust officer who 
promises too much. 


A short, short story (any, 


— rity to persons living 


I AM A WIDOW.... = 


Wares sim died, he left me with two chil- 
dren and twenty thousand dollars To me, 
who'd never earned ¢ cent in my whole life, 
$20,000 seemed a lot of money. I shudder to 
think what would have become of Peter and 
“Poot-sey” and me if Jim hadn't left his estate 
in the hands of capable, experienced business 
men like Mr 

and = Mr. 

who are In charge of it 

over at th 


For instance, my first 
thought was — since I 
had to face the cold, 
cruel world alone I'd 
better fortify myself 
with a nice warm fur 
coat. My mind sort of 
runs to clothes as I've 
always had a flair for 
them. In fact, clothes 
are the only subject I 
can speak with author- 
ity on. When I bounced 
into the bank and de- 
manded $900 to buy a 
fur coat with, they 
made it pretty plain I'd 
better figure out a way 
to earn a living for vs 
three — and quick! It 
hadn't occurred to me 
until then that our source of supply was cut off 
forever. $20,000 would have to buy EVERY- 
THING—forever! 


Wen, 1 tried to gtt a job as a model; as an 
aeroplane hostess; in an advertising agency— 
you know, all the “glamour” jobs one thinks 
idly one would be good at when one has no need 
of a job. 1 soon found I had neither the talent 
nor the experience for any of them. 


Just about then, Cissy Shaw's partner died. 
You know Cissy Shaw, Styles, the smartest dress 
shop in New Rochelle? Well, -Cissy and I 
grew up together. She knows I'm no Einstein. 
She also knows I know CLOTHES — AND I 
know EVERYBODY in town! She offered me 
a partnership for $5,000 cash, plus my services. 


Iwas scared to death 
to broach it to the Trust 
Officers at the Bank. 
But those Bankers un- 
derstand people lots 
better than you'd ex- 
pect. They went over 
Cissy’s Balance Sheets 
with a microscope. They 
went over every angle 
of her ‘business like 
beagle hounds. And 
they investigated Cissy 
pretty thoroughly, too. 
Anyway, her ten-year 
record of progress 
clinched it — because 
they wrote me a check 
for $5,000 — and I 
WAS IN! 


Topay. we celebrat- 
ed our fifth anniversary 
as partners by declar- 
ing a thousand-dollar 
War Bond bonus for 
each of us. 


I: "M mighty thankful that my husband had the 
foresight to realize I can't handle money—and 


I'm also as those Bankers knew when to 
‘Say “STOP 


. a8 well as when to say “GO!” 


WHAT TO DO ABOUT 
DEATH 


EATH and taxes will always 

be with us (the proverb- 
makers agree) and there is no 
reason that the one should be 
less effective as an approach to 
trust selling than the other. In 
advertising shoptalk, the appeal 
is to fear in each case. 

But the fear that can be rea- 
soned with, the still, quiet voice 
of fear—not fear that screams; 
this is the kind of fear with 
which trust advertising should 
deal. We would suggest as 
models some of the advertising 
lately done by life insurance 
companies in magazines of na- 
tional, popular circulation. A 
homely story is told by the device 
of understatement; the color is 
not that of the copywriter’s ad- 
jectival brush but of your—the 
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reader’s—imagination. If you are a hus- 
band or a father there is a little tighten- 
ing of the throat and a reflective moment 
of self-searching to ascertain if you have 
done that which should be done. The 
copy that can do that pulls. 


“IT’S THE RULE” 


LAWYER tells us of his experience 

with a large city bank. He had 
transferred a decedent’s personal check- 
ing account into an account in the name 
of the administrator. For several months 
the account was dormant. Lately he had 
the need of writing a check for the ad- 
ministrator’s signature — the first of 
three or four checks which would close 
out the account. He telephoned the bank 
requesting a small pocket checkbook. 
The bank Voice stated that it was a rule 
of the institution that estate check books 
had to be imprinted with the name of 
the estate, and that the smallest book 
that could be so printed was the desk- 
size, three checks to a page. The lawyer 
protested that he only wanted to write 
three or four checks. The answer, sorry, 
but it was the rule; and furthermore, 
because of the war it would be ten days 
or two weeks before the checkbook could 
be delivered. 


“Forget it,” said the lawyer, as he 
recalled that there were some unused 
blank checks in the back of the decedent’s 
checkbook. He tore one out; the admin- 
istrator signed it in the proper form and 
the bank, of course, paid the check. The 
lawyer feels that the bank somehow has 
failed to do a wartime job of public rela- 
tions and economy. 


Life Insurance Sales Maintained 


Despite demands on personal savings to 
buy Victory Bonds and War Savings Certi- 
ficates, life insurance sales in Canada con- 
tinue in good volume. According to figures 
compiled by the Life Insurance Sales Re- 
search Bureau and released by the Canadian 
Life Insurance Officers Association, new or- 
dinary business in Canada and Newfound- 
land during the month of January totalled 
$40,420,000. 


Newspapers’ End? 


Another “shape of things to come” fore- 
cast has just come from the illustrious— 
and often uncannily accurate—pen of H. G. 
Wells. It makes interesting reading for ad- 
vertising men, for even if the prophecy that 
newspapers are on their way out as the 
leading factors in dissemination of news and 
as moulders of public opinion is wrong, it- 
does foretell possible changes in policy. 
Speaking at a conference of the British As- 
sociation for the Advancement of Science, 
the redoubtable Mr. Wells saw a new style 
of journalism rising in which pamphlets and 
technical publications would be predominant, 
because of the failure of newspapers to 
“ventilate ideas,” and a likelihood that the 
“bound book” would disappear altogether. 


10) 


Canadian Savings Increase 


The average savings deposit in Canadian 
chartered banks was $390 as of Oct. 31,. 
1942, compared with $375 a year earlier, ac- 
cording to figures released by the Minister 
of Finance and the Bank of Canada. The 
number of accounts also increased from 
4,250,400 to 4,369,700. Demand deposits 
averaged $2,240 for 719,800 accounts in 
1942, with the 1941 figures $1,611 and 704,- 
800, respectively. 


0. 


Trusts for Tax Withholdings 


Enactment of legislation requiring that 
all money collected by employers, in the 
form of withholding taxes, be deposited in 
separate trust accounts for the United 
States Government has been advocated by 
the Uptown Credit Group of New York, af- 
filiate of the National Federation of Tex- 
tiles, Inc. The organization takes the posi- 
tion that such funds should not be mingled 
with other assets of business firms and sub- 
jected to the hazards of the normal opera- 
tions of business. 

Copies of a resolution to this effect have 
been sent to Treasury and Congressional 
officials. 


a 


Richard Rapport, Deputy Commissioner, 
has been appointed Banking Commissioner 
of the Connecticut Banking Department, 
succeeding Walter Perry, who will retire 
July 1, having reached the legal retirement 
age last year, but continued to remain in 
office at the urging of Governor Hurley. 
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GREAT GROWTH OF PENSION 
PLANS ANTICIPATED 


T a joint meeting on March 27 of the 
Washington, D. C. Life Insurance 
Trust Council and the Fiduciaries Sec- 
tion of the District of Columbia Bankers 
Association, the subject of Pension Plans 
under the Revenue Act of 1942 and the 
Wage and Salary Stabilization Act was 
discussed by Mr. Meyer M. Goldstein, 
Director of the Pension Planning Com- 
pany of New York City. Mr. Goldstein 
stated that the trend in pension plans 
has been towards enlarging the benefits 
for the employees, including retirement, 
disability, death, unemployment and 
profit sharing benefits. 


Plans encompassing these benefits were 
established long before there was any 
Revenue Act in this country. This indi- 
cates that the primary purpose of these 
plans is for social and business motives, 
namely, to reward for long service, re- 
lieve need, improve employee morale, in- 
crease economy of operation due to re- 
moval of aged workers, develop more ag- 


gressive working force due to promotion 
of younger employees, reduce labor turn- 
over and to make the Social Security Act 
effective in a practical way by supple- 


mental benefits. However, an era of high 
profits before taxes supplemented by high 
tax rates naturally accelerates the es- 
tablishment of these plans by interested 
employers, Mr. Goldstein declared. The 
Revenue Act of 1942, plus the adminis- 
tration by the Internal Revenue Bureau, 
will encourage further development of 
sound plans. 





PENSION TRUST EXECUTIVE 


Seeks a position in a Trust Company de- 
siring to build a strong Pension Trust 
Department. Presently employed in a small 
Trust Company not interested in such busi- 
ness. Recognized authority in present 
location. Age 46. Twenty years experience 
in Life Insurance and Trust business. Orig- 
inator of complete Estate Analysis for Trust 
prospects. Excellent references; from Pres- 
ent Employers, Business Men, Attorneys 
and Insurance Men. Salary $7,500.00 and 
an opportunity to advance. Box C-34, Trusts 
and Estates, 50 E. 42 St., New York City. 
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The Wage and Salary Stabilization Act 
has further accelerated the usefulness of 
reasonable employee plans because con- 
tributions to these plans by employers 
and employees are anti-inflationary. They 
tap the payroll at the source, on a volun- 
tary basis, and therefore store up these 
funds at the source before employees 
have a chance to spend them. These 
funds only become available to an em- 
ployee at the time he needs them most 
and at a time when the nation will need 
the spending power the most, namely, 
when employees become unemployed 
(perhaps after the war) or retire on a 
pension or become disabled or die. 


Mr. Goldstein predicted that this em- 
ployee-benefit movement is but in its in- 
fancy as employers, employees and the 
public at large are recognizing the basic 
truth that the “American Way” of indi- 
vidual initiative and private property re- 
quires the inclusion of the cost of depre- 
ciation of human manpower as a neces- 
sary element in the cost of delivering 
goods and services to the consumer, and 
consumers at large are best served by 
those organizations where employees 
morale is buttressed by employee plans. 
Such movements as the Federal Social 
Security Act and the proposals of the 
National Resources Planning Board are 
essentially for the masses of the people 
to provide the basic necessities but the 
real incentives and rewards under our 
system are to continue to be supplied 
through such employee plans. 


Service Men’s Insurance Heavier 
Than in 1918 


Men in the armed forces of the United 
States have bought more National Service 
Life Insurance than the maximum amount 
of government insurance outstanding at any 
time in World War I, the respective totals 
being .$45,000,000,000 now, against $39,606,- 
743,000 twenty-five years ago, according to 
the Institute of Life Insurance. One of 
every two men in the armed forces owns 
policies taken out when he was in civilian 
life, the institute finds. 








OFFICIAL REPORT ON TRUST COSTS 


Summary of New York State Banking Department Study of 
Trust Earnings and Expenses 


HE examination of trust depart- 
ment earnings and costs made by 

the New York State Banking De- 
partment, which was released on 
March 16th, 1943, began with a pre- 
liminary survey in 1940 (based on 
operations during 1939) of 101 state- 
chartered trust companies and 21 na- 
tional banks. With the experience 
thus gained, the Department went on 
to the extensive study (as of 1941) 
of 32 representative institutions 
which together administered, it was 
estimated, more than 90% of the 
total estate and personal trust bus- 
iness conducted by corporate fiduciar- 
ies in the State. Of these, 15 were 
in New York City and 17 in the “up- 
state” cities of Binghamton, Buffalo, 
Elmira, New Rochelle, Niagara Falls, 
Rochester, Schenectady, Syracuse, 
Troy, Utica and Watertown. Thus, 
to those who might say, “The experi- 
ence of huge city banks can hardly 
apply to us,” there is provided an ex- 
perience record also for moderate 
sized trust departments. The differ- 
ences between the two groups, how- 
ever, are less than might be supposed. 
Motivation for the survey was con- 
cern for the maintenance of adequate 
earnings, upon which depends the con- 
tinuance in business of the State’s trust 


institutions: “Unless the banks can 
earn a fair return on their invested cap- 
ital, they are not able to increase their 
strength as their liabilities expand. If 
their earnings are low, the banks can 
neither raise new capital through the 
sale of securities nor make substantial 
additions to their capital accounts out 
of earnings. For many institutions in 
the State, trust activity is a large and 
important division of their business. 
The trust department enjoys the pro- 
tection of the bank’s total capital funds 
and earning power but does not, in 
many cases, make its proportionate 
contribution to the upbuilding of its 
capital position.” 


Allocation of Costs and Fees 


N its exploration of “every statisti- 

cal avenue that seemed likely to lead 
to a better understanding” of trust de- 
partments, the Banking Department ob- 
tained first a detailed statement of the 
cost of the combined operations of each 
trust department studied, and an allo- 
cation of these costs (by management’s 
determination) among the various ma- 
jor classes of fiduciary activity. Fees 
were analyzed in respect to the class of 
activity from which they were derived. 
Segregation was made into Corporate 
and Personal Trust divisions; the latter 
was subdivided into Estates, Trusts and 
Agencies. “Trusts” included _ testa- 
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mentary and voluntary trusts and the 
functions of guardian and committee. 
Where allocations of cost appeared out 
of line, reallocations were made; varia- 
tions in occupancy cost and overhead 
were adjusted so that the study as a 
whole might not be thrown out of bal- 
ance. 


The duration of trusts was analyzed 
to determine whether principal com- 
missions taken in 1941 could be con- 
sidered representative of an average 
year. The possible influence on trust 
department earnings of uninvested 
trust funds was studied; declining 
yields were measured in terms of trus- 
tee’s compensation; scrutiny was made 
of business handled at less than full 
statutory rates. To complete the study, 
an examination was made of the rela- 
tionship of trust department earnings 
to capital investment—reflecting a 
point of view in contrast to the more 
common conception of the trust depart- 
ment as a dangling participle having 


Careful management 


conservative 
policies 
and strict 
adherence to 
sound banking 
principles 


since 1886 
® 


FIDELITY TRUST COMPANY 


341-343 FOURTH AVE. PITTSBURGH’ 
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only a vague connection with its bank’s 
Capital, Surplus and Undivided Profits. 


Profitable Types Found 


ORPORATE trust business, it was 

found, is generally being conducted 
on a profitable basis. Here fees are 
fixed by community practice or by nego- 
tiation rather than by law, and the 
trust companies have raised their rates 
as costs have increased. The report 
confirmed misgivings widely prevalent: 
that in many trust institutions where 
the whole trust activity shows a profit, 
it is the earnings from corporate trust 
business which make that showing pos- 
sible; and that where the volume of 
corporate trust business is relatively 
small, it is often the banking depart- 
ment which makes good the lack of 
profit from trust activities. 

Not all types of personal trust bus- 
iness were found unprofitable. In gen- 
eral, estate accounts show a surplus of 
income over expenses. Agency ac- 
counts—safekeeping and custody and 
managing agencies—are close to the 
line between profit and loss. It is 
in the subdivision of Trusts that loss is 
the rule and profit the exception; in 
New York city earnings averaged 88.6% 
of costs; upstate the percentage was 
88.4. In the field of living trusts, where 
there is scope for increased fees by 
negotiation, there has prevailed—and 
still prevails—the greatest acceptance 
of business at less than statutory rates, 
with the heaviest cuts in the larger ac- 
counts. 


Banking Department Recommendations. 


HE Superintendent of Banks made 
four recommendations: 


1. That trust companies keep re- 
cords in such manner as to afford pe- 
riodic examination, without burdensome 
expense, of the earnings of the trust 
department as a whole and of the 
various divisions of trust activity separ- 
ately. 


2. That trust companies consider 
raising the fees for agency accounts to 
put this business on a reasonably pro- 
fitable basis. 
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3. That in establishing rates the 
trust companies strive to place the oper- 
ation of voluntary trusts as a group 
on a reasonably profitable basis and 
permit a minimum variation in rates 
between large and small accounts. 

4. That consideration be given by 
the Legislature to an increase in the 
statutory commissions allowed to testa- 
mentary trustees, guardians and com- 
mittees. 

As elsewhere reported in this issue, 
the latter recommendation has been en- 
acted into law. 


Comparison with A. B. A. Cost Studies 


N the American Bankers Associa- 

tion’s “Guide to Trust Fees,” pub- 
lished in 1932, appeared the application 
to 9 banks and trust companies “well 
scattered geographically, to include 
every section of the country,” of a cost 
accounting system recommended by the 
Committee on Costs and Charges of the 
Trust Division. Many banks have used 
this study as a guide to their own oper- 
ations, feeling that the average of the 
9 banks afforded an approximate stand- 
ard of performance. The New York 
report offers an opportunity for com- 
parison: to determine if there has been 
any change in trends and to ascertain 
if new standards should be adopted. 

Exact comparison of expenses is ren- 
dered impracticable because the cate- 
gories do not precisely agree, so that a 
certain amount of telescoping—usually 
into “Miscellaneous”—was required. In 
the A.B.A. study, Gross Earnings were 
100% ; in the New York report, Total Ex- 
pense was 100%. Conversion was made of 
the A.B.A. ratios to a cost basis in the 
belief that more useful comparison would 
be afforded, since New York’s statutory 
compensation rate is considerably below 
average, whereas the several categor- 
ies of cost may be expected to remain 
fairly constant, in relation to each 
other, in various sections of the coun- 
try; for example, where salaries are 
low, rents are likely to be low also. 
Finally, there were discrepancies of 
method in the two studies; thus the 
A.B.A. system arbitrarily set up an 
Overhead classification as 15% of Di- 


_iness. 
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rect Expense, while the New York ex- 
amination attempted to segregate, fac- 
tually, Service Department Expense and 
Overhead. But the differences, as it 
turned out, are not important. The 
comparison is rich with parallels which 
testify (whatever surface confusions 
there may be) to the existence of cer- 
tain fundamental norms in trust bus- 
(See next page for chart.) 


Norms in Operating Costs 


HE figures in parentheses _ repre- 

sent adjustments made by the Bank- 
ing Department where costs, as report- 
ed, seemed to be out of line with 
“reasonable average costs. These were 
not broken down into the elements 
which make up Other Direct Expense; 
so the figures which lack the protection 
of parentheses are the actual costs, un- 
adjusted. With the adjustments, salar- 
ies (considering the diversity of insti- 
tutions represented and the range of 
intervening years) conform, percentage- 
wise, to an unbelievable degree. By 


adding to Direct Salaries the items of 
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Lunches (obviously a specialty of the 
New York City banks), Suppers & 
Overtime, Social Security Taxes, con- 
tributions to Pension Funds and Group 
Life Insurance, which are compensa- 
tions in one form or another, we have 
the ratios: New York City, 65.50; New 
York upstate, 64.26; A.B.A., 64.81. Cer- 
tainly a rule of thumb is upheld here: 
that salaries constitute approximately 
65% of total trust department expense. 

In another important category, Over- 
head levels out: add up the two divi- 
sions of Overhead in the New York 
report and the ratios appear: New York 
City, 16.29 (15:30); New York upstate, 
13.03 (13.80); A.B.A., 13.04. Another 
rule of thumb emerges: Overhead 
should ordinarily not exceed 15% of 
total cost. 

The remaining large item of rent 
shows the greater disparity, but only 
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in the adjusted figures, which involved 
certain arbitrary assumptions on the 
examiners’ part. The actual figures are 
quite close for Upstate and A.B.A.— 
8.70 and 9.18. The New York City in- 
stitutions would be expected to have 
higher rent costs. They save, it will 
be noted, on Advertising; is it a con- 
scious saving, can we suppose, in the 
sense that the quarters they occupy are 
presumed to have advertising value? 
Apart from this suppositious allocation, 
the city banks can hardly be accused 
of extravagance in Advertising—or in 
Entertainment, as charged by some 
irresponsible but vocal critics. On the 
whole the availability of facts afforded 
by this state-wide study will prove an 
invaluable check on trust operations by 
states and by banks. 


(To be continued in May issue) 


COMPOSITION OF EXPENSE 


New York State 1941 Study 
15 Institutions in 
New York City 


54.13 (58.5) 


Direct Salaries ____.. 

Other Direct Expense: 
Lunches _______.. eee 
Supper & Overtime : : 32 
Pensions & Pension Funds « fa 
Social Security Taxes - 1.82 
Group Life Insurance __ - 59 
Piaeny Bends. —_§§$£_$__. 85 
Printing, Stat. & Supplies 1.57 
Postage & Registered Mail _ 42 
Telephone & sietionttaiale 
Legal Fees Lm 
Auditing 
Examinations : 
Directors & Committee Fees 
Entertainment 
Contributions oe 
Dues & Subscriptions . ens ee 
Advertising & daisannsieecd 
Travel ; eee ner 
Equipment 
Miscellaneous 


Total Other Direct Expense __ 
Occupancy Expense (Rent) _ 
Service Department Expense _ 
Overhead Expense 


100.00% 


*Categories omitted in A.B.A. study. 


18.07 (18.8) 
11.51 (7.4) 
9.59 (9.9) 
6.70 (5.4) 


A.B.A. 1932 Study 
17 Institutions Outside 9 Institutions Through- 
out United States 


63.07 


New York City 
59.22 (61.) 


14.71 
9.18 


19.05 (19.4) 
8.70 (5.8) 
5.39 (5.6) 
7.64 (8.2) 


( 
(13.04 


100.00% 100.00% 
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HE legislature of New York has 
T recently passed a bill making im- 
portant amendments to the statute of 
that state relating to common trust 
funds.! The bill is before the Gover- 
nor for signature and it is anticipated 
that he will sign it. This event makes 
it desirable to review the status of 
common trust funds generally and in 
New York State specifically. 

The principal reason why it seems 
necessary for each state to enact legisla- 
tion authorizing its banks and trust com- 
panies to establish and maintain common 
trust funds is that in the absence of such 
legislation the collective investment of 
trust funds might be held by the courts 
to be in violation of the old equity rule 
against the mingling of trust funds. In 
one state, Missouri, a court decision? has 
held that the common law permits the 
mingling of trust funds through the 
medium of a common trust fund, but in 
all other jurisdictions with which the 
writer has any acquaintance it has been 
the general opinion of attorneys and 
trust men that specific leg- 
islation is necessary. 

Of course a so-called con- 
tract common trust fund 
could always be established 
if specific authority to in- 
vest the funds of each trust 
in a common trust fund 
were contained in each in- 
strument. However, expe- 
rience has shown that a 
contract common trust fund 


1. New York State 
Law, Section 100c. 
2. St. Louis Union Trust Co. vs. 
Toberman; 134 S.W. 2nd 45. 
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is not very practical. For one thing, the 
building up of such a fund is a slow pro- 
cess because the only eligible trusts are 
new ones and such existing trusts as 
are amendable. Since this type of com- 
mon trust fund is not available to exist- 
ing trusts, there is a great body of these 
which cannot obtain the benefits of such 
participation and the trustees of which 
could not obtain the benefit of decreased 
operations of small trusts in the absence’ 


_ of a statute. 


Aligning With Federal and 
State Regulation 


S to the content of such a state stat- 
ute, it must first of all conform to 

the requirements of Section 17 of Regu- 
lation F of the Board of Governors of 
the Federal Reserve System, or the fund 
will be considered to be an association 
for tax purposes and its income will be 
subject to the additional federal corpo- 
rate income tax. So that there may be as 
little confusion as possible the writer has 
always recommended that the state stat- 
utes be modelled as closely as possible 
upon Regulation F. Since 
the law on the subject has 
to be sought in two places, 
it is desirable that the pro- 
visions of both be substan- 
tially similar in order to 
avoid confusion and error. 
On the other hand, the 
rules of law with respect to 
the investment of trust 
funds vary in different 
states, and in particular 
vary as. between those 
states having lists of so- 
called legal investments for 
trust funds and those states 
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which apply the Massachusetts or ‘pru- 
dent man’ rule. Where the legal list rule 
applies it would ordinarily seem neces- 
sary to provide for common trust funds 
to be invested in legal securities and for 
other common trust funds to be invested 
in securities selected in the discretion of 
the trustee. Where the Massachusetts 
rule applies this distinction is not neces- 
sary. 

Up to recently the best model of a 
statute for a legal list state was that of 
Pennsylvania.* Last month Georgia en- 
acted a common trust law* which, like 
those proposed in bills in Ohio, California 
and Illinois, in some respects is even less 
complicated than the Pennsylvania stat- 
ute. The best example of a statute for 
use in a state having a prudent man rule 
would seem to be that of Michigan. 

The original New York statute was 


8. Section 1109, Penn. Banking Code of 1933, as 
amended. 


4. See page 379 of this issue. 


5. Public Act 174, Acts 1941. 
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enacted in May 1937—about seven 
months before the Board of Governors 
of the Federal Reserve System promul- 
gated its regulation on the subject. In 
other words, the cart went before the 
horse in New York with the result that 
it contained a good many restrictions 
which were not required by the terms of 
Regulation F. The complexities of the 
statute raised such barriers that Penn- 
sylvania became the laboratory on the 
subject and up to the present time no 
common trust funds have been estab- 
lished in New York State. 


War Bonds Lessen Need for 
Legal Trusts 


T is interesting to note that there are 

very few common trust funds in exis- 
tence the investments of which are lim- 
ited to so-called legal bonds: there are 
two in Pennsylvania and one in Minne- 
sota. Ten or more years ago when legal 
bonds could be acquired yielding 342% 
to 4%, there might have been a demand 
for common trust funds limited to such 
investments. At the present time, how- 
ever, the best grade corporate legal bonds 
rarely yield over 234% and must be ac- 
quired not only at a premium over their 
par value but quite often at a premium 
over their call price. There is no particu- 
lar point in acquiring state and munici- 
pal bonds for a common trust fund since 
the participants are all small trusts 
which have no need for tax-free invest- 
ments. 


The result is that throughout the coun- 
try trustees administering small trusts 
whose investments are limited to legals 
have found United States Government 
bonds, and particularly Series G War 
bonds, to be the safest and most practi- 
cal investments for the moneys of such 
trusts. The yield of Series G bonds is 
only slightly less than that of high grade 
corporates; they have a comparatively 
short maturity and cannot depreciate 
more than 5.3% if redeemed at the lowest 
point on the scale of redemption values. 
In short, Series G bonds have, at least 
temporarily, largely done away with the 
importance of a common trust fund of 
legals. 
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Correcting Defects in Original Statute 


S the experience with legislation on 
this subject in New York is likely 
to be of general interest, a brief survey 
of the reasons why the New York law 
was considered too restrictive and of the 
steps taken in an endeavor to overcome 
these difficulties, would seem to be in 
order. 

Fundamentally the New York statute 
had three major defects: (1) It limited 
the investments of common trust funds 
to certain securities on the legal list; (2) 
it required (through the regulations of 
the Banking Board) the amortization of 
premiums on bonds held by the common 
trust fund; (3) it provided a rather cum- 
bersome system for the judicial settle- 
ment of the accounts of the trustee of a 
common trust fund. 


The new amendments to the New York 
statute, therefore, provide that in addi- 
tion to a common trust fund limited to 
legal investments, banks and trust com- 
panies may also establish discretionary 
common trust funds and may invest 
therein the moneys of any trust where 
the instrument or order of court author- 
izes investments, as follows: (a) in a dis- 
cretionary common trust fund; (b) in 
such investments as the trustee may 
select in its discretion; (c) generally in 
investments other than those in which 
trustees are by law authorized to invest 
trust funds. Thus, if the bank as trus- 
tee of the individual trust has general 
discretion as to the separate investment 
of its moneys, then such moneys can be 
invested in a discretionary common trust 
fund. 


Revocable Trust Participation— 
and Amortization 


N the original New York statute there 

was a provision which for all practical 
purposes made it impossible for a revoc- 
able trust to participate in a common 
trust fund. This provision was inserted 
because of some fear that the donor of 
a revocable trust could use the common 
trust fund for speculative purposes. A 
similar restriction was considered by the 
legal staff of the Board of Governors of 
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the Federal Reserve System when the 
provisions of Regulation F were being 
prepared and they decided against includ- 
ing it in Regulation F. Instead the regu- 
lation provides that the Trust Investment 
Committee must determine that each 
trust which is to participate in the com- 
mon trust fund was established and is 
being maintained for bona fide fiduciary 
purposes. 


The restriction in the New York law 
was not, of course, very important when 
the statute limited investments to legals 
because ordinarily revocable trusts pro- 
vide for broad investment powers and 
the donors of such trusts would prefer 
their trustees to act in accordance with 
such broad powers. However, the amend- 
ment authorizing discretionary common 
trust funds would make available a fund 
with investment provisions of the type 


which donors of such revocable trusts ~ 


would prefer and consequently a further 
amendment has been made to the statute 
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removing the restriction against their 
participation in a common trust fund. 

The problem of amortization of bond 
premiums was solved in a collateral man- 
ner. The 1942 Legislature enacted a 
law® which provides that premiums paid 
by trustees on the purchase of bonds 
shall not be amortized unless the instru- 
ment so requires. This statute became 
effective September Ist, 1942, with re- 
spect to all trusts created after that date. 
A common trust fund being a trust 
created after these provisions became 
effective, amortization of bond premiums 
is no longer necessary. The question has 
been raised as to whether or not it would 
be proper to invest in a common trust 
fund any previously established trust 
where amortization of bond premiums is 
required by the terms of the instrument 
or by rule of law. On the whole it prob- 
ably would be prudent not to let such 
trusts participate in a common trust fund 
because the complications would be very 
serious if at some time a court should 
hold that such participation was im- 
proper. 


Alleviating Accounting Burden 


HE New York statute is the only 
one so far enacted which contains de- 
tailed provisions with respect to the judi- 
cial settlement of the accounts of a trus- 
tee of a common trust fund. The orig- 
inal statute provided: (1) that a notice 


6. Personal Property Law, Section 17d. 
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of first investment in a common trust 
fund be sent to each person of full age 
and sound mind known to have or to 
claim an interest in each participating 
trust; (2) for an annual judicial account- 
ing; (3) for the citation at the time of 
each accounting of the various participat- 
ing estates and trusts by the names of 
the decedents or donors rather than for 
the citation of the individuals interested 
therein; and (4) for the appointment of 
two special guardians, one to represent 
infants, incompetents and non-appearing 
adults interested in the income, and the 
other to represent the same classes of 
persons interested in principal. The no- 
tice was required to contain a copy of 
the provisions of the law with respect to 
the accounting procedure, the purpose 
being to give actual knowledge thereof to 
the person so notified and thus to avoid 
any constitutional question as to lack of 
due process in citing the estates and 
trusts as such rather than the interested 
parties individually. These provisions 
would have resulted in a complicated and 
expensive procedure and the new amend- 
ments go as far as presently seems ad- 
visable in alleviating it. 


In the first place, the notice will here- 
after have to be sent only to the current 
life beneficiaries and the presumptive re- 
maindermen. This will avoid the send- 
ing of notice to all sorts of persons only 
contingently interested in the trust and 
who not only may never have a vested in- 
terest but may even be unaware of the 
existence of their contingent interest. In 
the second place, the amendments provide 
for an accounting at the end of the first 
year of administration of the common 
trust fund and then only every third year 
thereafter. It was thought that a trien- 
nial accounting would be sufficiently fre- 
quent but that an accounting at the end 
of the first year is desirable so that any 
questions relating to the validity of the 
plan, method of operation, etc., could be 
raised at that time and settled for good 
and‘all. This still leaves the procedure 
rather more complex than most persons 
interested in the subject would prefer, 
but on the other hand, the committee in 
charge of formulating the amendments 
was unable to observe in the light of the 
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present law of the state on the general 
subject of judicial accountings any addi- 
tional restrictions which could be elim- 
inated and still have the procedure 
represent due process of law. 


Limitation as to Size 


NLY one of the other amendments 
QO contained in the bill need be noted 
here. It appears to be the opinion of 
’ trust men in Pennsylvania and other 
states where there has been considerable 
experience with common trust funds that 
as a general proposition the provisions 
of Section 17 of Regulation F constitute 
a reasonably fair and practical basis for 
the administration of common trust 
funds. The one provision of the regula- 
tion which has been most discussed with 
the hope that it may some day be modi- 
fied is that which provides that not more 
than $25,000 of the funds of any trust 
may be invested in a common trust fund. 


What size trust is a small trust natur- 
ally varies in different parts of the coun- 
try but in the larger metropolitan areas it 
is generally felt that $25,000 is too low a 
figure and that larger trusts (up to a 
point as to which there is as yet no un- 
animity of opinion) might well be au- 
thorized to invest wholly in common 
trust funds. Doubtless after there has 
been some further experience in Penn- 
sylvania and elsewhere it will be possible 
to justify to the Board of Governors a 
modification upward of the present re- 
striction. In order, in such event, not to 
have to seek another amendment to the 
New York statute, the bill provides that 
the Banking Board may increase the cor- 
responding limitation which presently 
exists in the New York statute up to 
such amount as may be fixed by the 
Board of Governors, but not in excess of 
$50,000. 


Amendments to Regulations 


NE final point should be considered 
by New York banks or trust com- 
panies intending to establish a common 
trust fund should the bill be signed by 
the Governor. The law provides that the 
Banking Board shall have authority to 
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issue regulations governing the establish- 
ment and maintenance of common trust 
funds. Regulations to this effect were 
first adopted in 1938. The amendments 
to the statute will require some amend- 
ments to the regulations. In consequence, 
although there would appear to be no 
reason why a bank should not commence 
to draft a plan as soon as the Governor 
signs the bill, it should not be put in final 
form until it can be checked against 
whatever changes in the regulations may 
be made by the Banking Board. The 
committee which was in charge of the bill 
intends to submit its recommendations 
with respect to the regulations at the 
earliest possible moment. 


The legislative situation in other states 
is quite favorable: a bill has passed one 
House of the Ohio Legislature and is 
pending in the other; in Michigan the 
Superintendent of Banks has finally is-— 
sued his regulations* pursuant to which, 
as well as to the statute, common trust 
funds are to be operated. It is antici- 
pated that a bill will be presented shortly 
to the legislature of Illinois and progress 
is reported looking to similar legislation 
in California and Alabama. It would 
appear that trust companies of the more 
populous states have become convinced 
of the desirability of establishing com- 
mon trust funds and, in consequence, the 
next four or five years should be fruitful 
of experience in every section of the 
country. 


*See page 381 of this issue. 
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HOW WAR AFFECTS TRUSTEE BUSINESS 


Experience of New Zealand’s Public Trust Office 
Under Expanding Activities 


THE PUBLIC TRUSTEE 
Public Trust Office, Wellington, New Zealand 


rWNRUSTS and ESTATES has, from 
time to time, published articles or 
reports dealing with the operations of 
the Public Trust Office of the Domin- 
ion of New Zealand, and particularly 
with the working of the “Common 
Fund” system for the investment of 
trust funds, which the Office was the 
first to adopt in any country of the 
British Commonwealth of Nations. 

It is the purpose of the present ar- 
ticle to afford to American readers 
some information showing the effect 
of war conditions on the fiduciary 
work of the Office in the two related 
spheres of administration of assets 
and the investment of trust funds. 


Preparation of Wills for Soldiers, 
Sailors and Airmen 


HE most noticeable and imme- 

diate effect has been the large in- 
crease in the number of wills held on 
deposit on behalf of living persons, 
which repeats the experience of the 
last Great War. In 1914 the number 
of wills held was 6,427, whilst by 1920 
it had risen to 25,792. A comparison 
on the present occasion shows that 
from the outbreak of war in Septem- 
ber 1939 to December 1942 the wills 
held increased from 94,613 to 120,- 
000. Every citizen who joins the 
Armed Forces is required by the Au- 
thorities to sign a statement to the ef- 
fect either that he has made a will, or 
does not desire to do so. This re- 
quirement has led to the making of 
wills by large numbers of men in the 
Army, Navy or Air Force, and doubt- 
less has provided a certain stimulus 
to the making of wills by civilians 
also. 


To meet the needs of men in uniform, 
visits to naval depots, army camps and 
air force stations have, with the cordial 
co-operation of the Commanding Officers, 
been paid by representatives of the Pub- 
lic Trustee and members of the legal pro- 
fession, who have prepared wills and 
given such other legal advice and assis- 
tance as lies within their power, free of 
all charge. It should be added that it is 
the policy of the Public Trustee to main- 
tain staffs of competent and fully quali-. 
fied legal officers at all branches of his 
Office, and to prepare free of charge any 
will in which he is named as executor. 


As Attorney for Men Overseas 


ITH the calling of men of the high- 

er age groups for service overseas 
there has been experienced an increasing 
demand for suitable persons and institu- 
tions to act as attorneys for the absen- 
tees, many of whom have left substantial 
interests in New Zealand calling for con- 
stant care and attention for their effi- 
cient management. Especially is this 
the case in connection with the farming 
community. Although in view of the ur- 
gent need of maintaining primary pro- 
duction in the interests of the Allied 
Nations and particularly of the important 
forces now operating in the South Pacific 
area, special provision has now been 
made for the exemption of trained and 
competent farmers from military ser- 
vice, yet at an earlier stage considerable 
numbers of men of this class proceeded 
overseas, and the Public Trustee is man- 
aging the affairs of a number of them, 
at a specially reduced charge during 
their absence. 


A long experience in the administra- 
tion of rural properties has fitted the 
Public Trustee for this work, and in- 
cluded in his staff are experienced Farm 
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Inspectors who are able to supervise 
farming operations, and to advise on the 
most suitable method of farming, the 
purchase of live stock, and disposal of 
the farm proceeds. Likewise, the Public 
Trustee is acting for business men who 
are serving overseas, and his Dominion- 
wide organization, with staffs of com- 
petent officers in all the main cities and 
towns, provides all the facilities neces- 
sary for carrying on this important work. 


Administration of Estates 


HE heavy fighting in which the New 

Zealand troops were engaged in the 
Middle East, and the participation by 
New Zealand Naval and Air Units in 
many parts of the world have resulted in 
the Public Trustee being responsible for 
the administration of estates of many 
men who have given their lives in the 
cause of freedom and justice. In most 
instances the Public Trustee has been 
named as executor; in others a request 
for him to undertake administration has 
been made by the next-of-kin. 


The Statutes under which the Public 
Trust Office is constituted and regulated 
confer special powers which enable the 
Public Trustee to dispense with the 
necessity of applying for probate or let- 
ters of administration in estates the 
gross value of which does not exceed 
£400 ($1314 at rate of £1 — $3.2843), 
and in place of this procedure to file in 
the office of the Supreme Court a signed 
and sealed document known as an “Elec- 
tion to Administer.” The cost of this 
process is very small. All estates of de- 
ceased members of the Armed Forces en- 
joy reduced commission charges, the ob- 
ject being a minimum of expense to the 
beneficiaries. 

Men on active service (in expeditione) 
possess certain privileges regarding the 
testamentary disposition of their prop- 
erty. The usual requirement that a will 
must be executed with certain formali- 
ties, including the attestation of two wit- 
nesses, is dispensed with, and a letter or 
other informal document, or even an ex- 
pression by word of mouth, if supported 
by adequate evidence, may serve to dis- 
pose of the real or personal property of a 
serviceman. Therefore, before the Pub- 
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lic Trustee can act on a will held by him 
it is necessary to make full and proper 
inquiry to ascertain whether any later 
effective testamentary disposition of 
property was made. As this involves 
reference to relatives, friends and ac- 
quaintances of the testator, and the 
searching of his effects to insure that no 
later will or other testamentary disposi- 
tion exists, several months may elapse 
before completion. 


Establishing Fact or Presumption of 
Death—In the turmoil and uncertainty 
of the campaigns in Greece and Crete, in 
which New Zealand troops were fully en- 
gaged, many men were reported as killed, 
who were subsequently found to be still 
alive. As, in several instances, certifi- 
cates of death had been issued and pro- 
bate of the men’s wills obtained, great 
confusion and unsettlement were occa- 
sioned. To avoid such occurrences the 
Courts now rightly insist, before grant- 
ing probate or letters of administration, 
that confirmatory evidence of death, such 
as a letter from the Commanding Officer, 
or from some fellow-soldier who was a 
witness of his death or burial, shall be 
forthcoming; and the gathering of the 
requisite evidence is a matter of time 
and difficulty. 


Investment Practice: Advantage of 
Common Funds 


ppm Statute law which governs the 
investment of funds by the Public 
Trustee requires that all moneys belong- 
ing to estates under administration shall, 
unless there is an express direction to 
the contrary in the will or trust instru- 
ment, go into one “Common Fund” and 


shall not be invested separately. The 
moneys of the Common Fund are invested 
principally in the following classes of 
security: Stock issued by the New Zea- 
land Government; Debentures issued by 
certain local authorities, such as Muni- 
cipal or County Councils, Hospital 
Boards, Electric Power Boards, etc.; first 
mortgages of freehold lands, and certain 
leases of Crown or Native land; advances 
on overdraft to estates administered by 
the Public Trustee, or to beneficiaries se- 
cured on their interests in the estates. 
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The investments of the Fund are not 
earmarked for any individual estate. 
The rate of interest allowed to estates is 
fixed from time to time by the Governor- 
General in Council, according to the pre- 
vailing financial and economic conditions 
in the Dominion. 

In addition to the State guarantee of 
capital and interest which it carries, the 
Common Fund has the following advan- 
tages: 


(1) It enables rules to be adopted fix- 
ing the periods in which estates 
are entitled to interest; for exam- 
ple, from the first day of the 
month following the date of the 
first receipt to the end of the 
month immediately preceding the 
closing of the estate; 

There are no broken amounts to 
invest, as would happen had each 
investment to be allocated to a 
particular estate; 

An estate suffers no loss of inter- 
est through the funds having to 
remain without interest till a suit- 
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able investment arises, as would 
frequently happen had the moneys 
in each estate to be specially in- 
vested ; 


The bookkeeping is greatly sim- 
plified by reason of the investment 
not requiring to be allocated to 
any particular estate; 


It allows of funds being made 
available for payment at short no- 
tice which would not be possible 
had the realization of investments 
to be first awaited. 


The Common Fund offers great advan- 
tages to the beneficiaries in those estates 
of the Armed Forces which are not im- 
mediately distributable, since many of 
the estates possess funds of modest 
amount only, which it would be difficult 
to invest separately. 


Investment Trends and Private Debts — 


A NOTEWORTHY feature of the in- 
A vestment market since the outbreak 
of war has been the accumulation of 
liquid funds to a substantial amount. 


’ 


Oriental Bay, Wellington, New Zealand 





360 


This condition of affairs has not only 
limited the number of applications for 
new loans on mortgage, but has further 
led to the repayment on maturity of 
many loans made in the past. Investors, 
including the Public Trustee, have thus 
been compelled to resort more to Gov- 
ernment stock, particularly War Loans, 
and local-body debentures for the purpose 
of keeping their funds invested, with the 
result that the market prices of securi- 
ties of this nature are such as to reduce 
the future yield to approximately 344% 
in the case of Local Body debentures and 
from 3% to 314% on Government stock. 
Even so it has been difficult to keep the 
moneys of the Common Fund fully in- 
vested. 

As regards the effect of War conditions 
on the ability of borrowers to meet their 
obligations, little difficulty has so far 
been experienced with either urban or 
rural mortgagors. Collection of interest 
is favorable, although continuance of this 
condition depends upon the provision of 
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adequate shipping for the export of farm 
produce, whilst the increasing difficulties 
in obtaining competent farm labor and 
the rising costs of farming requisites 
may be grounds for concern. The posi- 
tion of urban mortgagors may also show 
some deterioration in future through the 
withdrawal of large numbers of the civil- 
ian population into the military forces 
and the constantly decreasing volume of 
supplies of goods available to retailers. 
Up to the end of 1942, however, the posi- 
tion had remained surprisingly stable. 

Since the war commenced practically 
no default has been made by any Local 
Authority in its obligations for payment 
of either interest or principal. 


Increased Business and Depleted Staffs 


PART from the special work attri- 

butable to the War the general busi- 
ness of the Office expands steadily. From 
the list September 1939 to the 31st 
December 1942 the estates and funds 
accepted for administration numbered 
11,393 with a total value of £22,192,203 
($72,885,852). The complexity and dif- 
ficulty of the work of administration have 
been much increased by the numerous 
changes in fiscal policy and the extensive 
restrictions on normal business practice 
which the War has made necessary, whilst 
of the male staff numbering 735 in Sep- 
tember 1939, no fewer than 416 or 54% 
have joined the Armed Forces, or been 
detailed for duty in special War Depart- 
ments. The situation has been met by: 


(1) Recruiting of additional female 
staff for service during the War; 


(2) Simplifying of methods and pro- 
cedures in certain classes of the 
work, and dispensing with certain 
requirements, which while highly 
desirable in times of peace cannot 
be considered essential in time of 


war; 


Requiring senior officers, whose 

‘duties are normally those of con- 

trol and supervision, to perform 

more of the detailed work on their 
divisions and sections. 

The adjustment of the work to the lim- 

ited staff available has been facilitated 
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by the departmental “set-up” adopted 
for many years past. The work has been 
extensively decentralized amongst the 
twenty-three principal regional branches 
of the Office, each of which is in charge 
of a District Public Trustee, to whom 
extensive powers of local administration 
have been delegated by the Public Trus- 
tee, whilst general supervision and con- 
trol, and decisions on matters of policy 
or of special importance are retained by 
the Public Trustee and the Head Office. 
Within the branch offices, the work is 
closely organized into sections dealing 
with estates—administration, account- 
ing, legal matters, and investments, on 
each of which are trained officers entrust- 
ed with delegated powers. Thus although 
the pressure of War conditions is felt to 
an increasing extent by the staff, it can 
be said that a good standard of efficiency 
and of service to the public is being 
maintained. 


Manpower Loss in 
British Banks 


The extent of the drain on manpower of 
British banks is indicated in their recent 
annual reports. 

Midland Bank has given over 7,000 em- 
ployees to the Armed Forces, of which al- 
most 6,000 were on the permanent staff. 
The pre-war staff numbered approximately 
14,000 as compared with the present total 
of 12,300. A further reduction, making in 
all 15% from the former figure, is expected 
to be effected. 


Lloyds Bank has released more than 
5,000 men and women of the permanent 
staff, and closed 424 branches and sub- 
branches. It has taken on 13,000 temporary 
staff since the war began, 6,000 of whom 
have left for war service or work. The pre- 
war male clerical staff numbered 10,077, of 
whom little more than 4,000 are left, 56% 
having thus gone. 


National Provincial Bank has lost over 
3,700 or 56% of its pre-war trained staff. 


Martins Bank has also released 56% of 
its pre-war male managerial and clerical 
staff. All fit men in their 42nd year and 
under have been released with the exception 
of 4.6% of the pre-war staff. Losses have 
been replaced principally by women. 


Record Trust Earnings 


Annual reports to stockholders continue 
to trickle in. The following comes from 
Pacific National Bank of Seattle. 


“The Trust Department had a very satis- 
factory year, its earnings being the largest 
in its history. This was made possible by 
certain non-recurring items which cannot be 
anticipated for 1943. The volume of assets 
administered by the Trust Department has 
shown a steady increase and we expect that 
this growth will continue, particularly as 
wills and life insurance trusts mature and 
become operative. There is, of course, very 
little corporate trust business and we can- 
not expect any volume in this field until 
business conditions undergo a complete 
change. Recent changes in the law cover- 
ing taxability of insurance and community 
property are particularly important to resi- 
dents of this State and when the extent of 
these changes is more completely realized 
there should be an increase in the number. 
of testamentary trusts.” 
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BANK PERSONNEL AFTER 
THE WAR 


NE of the phases of the manpower 
problem which is more and more 
occupying the attention of bank person- 
nel managers is the extent to which jobs 
will have to be made available to employ- 
ees returning after the war. The expe- 
rience after the last war may have its 
parallel this time but the comparison is 
subject to some serious distinctions. 
About a year ago, C. Edgar Johnson, 
asst. vice president of The First National 
Bank of Chicago, surveyed 20 represen- 
tative banks, large and small, and it de- 
veloped that approximately 61% of the 
boys returned to their banks after 1918. 
In his numerous Personnel Clinics 
throughout the country recently, William 
Powers of the American Bankers Asso- 
ciation discovered the same percentage 
of returning bank employees. 

« However, it is possible that this propor- 
tion will not be approached when peace 
comes again. For one thing, as Leslie 
Curry, vice president of Mercantile-Com- 
merce Bank & Trust Co. of St. Louis, 
writes us, “during the first World War 
soldiers were not trained to exercise in- 
dividual judgment—in this one they are; 
many of our boys who have gone into 
service have developed immeasurably.” 
The conclusion seems to be that many of 
them will not want to return to bank 
routine work. 

Another factor which may ease the 
bank reemployment problem is the tech- 
nical training received in modern war- 
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fare. While many men will be glad to 
get away from manual skills on returning 
to civilian life, this training will open 
up wide new fields for a great number of 
ex-soldiers. 

It seems obvious at this moment that 
it may be many months after the war is 
concluded before servicemen are released. 
As they gradually return, the banks will 
have a rather extended period in which 
to make readjustments. Also, the natural 
turnover of women employees is likely to 
offset, to a considerable degree, the num- 
ber of men who come back for their jobs. 


Banking Essential 


New Jersey’s State director of the draft, 
Col. E. N. Bloomer, has notified local 
boards that banking may be considered an 
essential activity and therefore that bank 
employees may be considered deferable on 
an occupational basis. While banking is 
not on the list of 44 “essential” activities 
promulgated by Selective Service Head- 
quarters, Col. Bloomer pointed out that this 
list was not intended to be exclusive. Of 
course, it must still be shown that the in- 
dividual employee is an essential man, and 
deferment in any event is for not more 
than six months, although it may be re- 
newed. 


a 


Personal Trust Auditing 


A system of individual audits of estate 
and trust accounts on anniversary dates is 
described in the March issue of Coast Bank- 
er, by Ethleen Lasseter, trust auditor of the 
First National Bank of Atlanta. 
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USE OF FORMULA PLANS FOR INVEST- 
MENT TIMING 


Mathematical Basis for Compensating for Market Extremes 


H. G. CARPENTER 
Investment Adviser, New York City 


There is, of course, no substitute for informed judgment in investment, 
but increasing interest is being shown in the formula method of “checks 
and balances” as a means of avoiding, by set policy, extreme positions as 


between fixed and dividend securities. 


The question of when to buy and 


sell being equally important to what to buy or sell, this subject deserves 
careful study. Considered views will be welcome for a pro-and-con dis- 


cussion.—Editor’s Note. 


SUAL investment management 
procedure requires three separ- 
ate operations: (1) selection of in- 
dustries which are in a favorable po- 
sition, (2) choice of the better com- 
panies within the favored industries, 
and (3) determination of the major 
trends affecting (a) bond and (b) 
stock prices. Of these, the determin- 
ation of the major trends of prices is 
at once the most important and the 
most difficult of the three operations 
—particularly in accounts in which 
common stocks are employed. 
If the conservative investor chose to 
ignore the possibilities of a substantial 
This material is based on a study which will be 


reported in complete detail in a forthcoming book 
by the author. 


change in the general price level, he 
might disregard common stocks and de- 
vote his effort solely to the selection of 
bonds. But with the cost of living ad- 
vancing and the debt of the country (and 
the entire world) skyrocketing, the pur- 
chasing power of investment funds as- 
sumes a rapidly increasing degree of im- 
portance. Many investment managers 
therefore believe that there has been no 
other period in economic history when 
conditions would seem to call so strongly 
for the use of at least some common 
stocks in their investment programs. 
This belief has been abetted by the dire 
need for income in a period of the lowest 
bond yields within memory. 

The experience of many, if not most, 
investors during the last ten or twelve 
years, however, has been unfortunate. 
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On the one hand, they have not achieved 
success in forecasting the trends of com- 
mon stock prices. On the other, they have 
found the “buy good stocks and hold 
them” method to be unsatisfactory. 


The alert investment manager need 
not forego the larger income to be de- 
rived from the employment of reasonable 
proportions of common stocks in the ac- 
counts under his direction. Nor is it 
necessary for him to forecast the trend 
of stock prices or rely on the “buy and 
hold” theory. 


Futility of Forecasting 


AS it not J. Pierpont Morgan, the 

elder, who, when asked what he 
thought of the stock market, was fond of 
replying: “I think it will continue to fluc- 
tuate.”” And Baron Rothschild, when ask- 
ed about the secret of his family’s great 
success as investors, is reported to have 
replied: ‘““‘We buy ‘sheep’ and sell ‘deer.” ” 


Could it be possible that those two fi- 
nancial geniuses, supposed to be endowed 
with the ability to forecast the future of 
security prices, were more literal than 
their listeners believed? Could it be 
that they, realizing the futility of fore- 
casting, relied on the certainty of ever- 
recurring market fluctuations and on the 
principle of buying “cheap” and selling 
“dear”? 


The Cowles Commission for Research 
in Economics as far back as 1933 issued 
a pamphlet entitled “Can Stock. Market 
Forecasters Forecast?”, in which it was 
proved quite conclusively that they could 
not, at least not successfully enough to be 
right fifty per cent of the time. More 
recent evidence of the futility of fore- 
casting is found in the 1939 pronounce- 
ment of Henry W. Dunn, Professor of 
Finance at Harvard School of Business 
Administration :1 


“With all the effort that has been 
expended on attempts to discern or 
devise new and better methods of 
forecasting . guessing the next 


1. From a paper read before the Investment Coun- 
sel Association of America, entitled “A Per- 
sistent Delusion.” 
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move of the stock market, with due 
reference to the two vital factors of 
direction and timing, still remains lit- 
tle more than a gamble.” 


Analysis of Vassar Plan 


HERE are growing in many impor- 

tant investment management centers 
a conviction that consistently successful 
forecasting of market trends is impossi- 
ble, and a belief that good results can be 
achieved by applying one form or another 
of the “Formula” principle, which, in es- 
sence, is to increase common stock hold- 
ings in declines, and decrease them as 
prices advance. 

Several articles have been published 
dealing with this subject,2 one of which 
discussed the Yale Plan in some detail. 
The other two referred to both the Yale 
and Vassar Plans. No attempt has been 
made, however, to examine this very in- 
teresting Vassar Plan critically, with a 
view to seeing just what makes it work, 
and why; what its good points are, and 
faults, if any; and why and how it might 
be altered to meet more satisfactorily 
the needs of other investment managers 
whose circumstances, objectives and pre- 
ferences may vary considerably from 
those of the college endowment. In de- 
scribing the Vassar Plan, the American 
Council on Education article referred to 
above, says: 


“For the years 1930 to 1938 ... the 
average monthly mean price on the 
Dow-Jones Industrial Average has 
been about 136.15 and accordingly, for 


2. c.f. Nelson Young of City Bank Farmers Trust 
Company in 1937 wrote his Graduate School of 
Banking thesis on the ‘“chip-off’’ plan of sell- 
ing stocks on the way up and buying them in 
periods of decline. H. Stuart Valentine, Jr., 
of Land Title Bank & Trust Co. of Philadel- 
phia, contributed an article (October 1942 is- 
sue) entitled “Common Stock Control for 
Trusts.” L. G. Tighe, Treasurer of Yale Uni- 
versity, addressed the 1940 Mid-Winter Trust 
Conference on the “Formula” plan employed by 
Yale’s investment committee. (Feb. 1940 T.&E.) 
Ray Morris, a partner of Brown Brothers, Har- 
riman & Co. told (June 1941 issue of ‘“‘American 
Council of Education’”’ studies) of the operation 
of Vassar’s “Common Stock Control Plan.” 
Charles F. Zukoski, Jr., of the First National 
Bank of Birmingham, addressed the 1942 Mid- 
Winter Trust Conference on “When to Buy 
and Sell—A Mathematical Plan of Trust In- 
vestment,” (Feb. 1942 T. & E.) 
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the purpose of this plan, 135 would be 
assumed to be the point above which 
no stocks would be purchased. When 
the Average reached 135 on a down- 
ward trend, the fund would be invest- 
ed 50% in common stocks and 50% in 
bonds and this commitment would be 
further increased as the Average de- 
clined, as follows: 


DJIA Stocks? Bonds 

135 1/2 1/2 

125 2/3 1/3 

115 5/6 1/6 
105 100% none 


“No stocks acquired during the pe- 
riod when the Average was below 135 
would be sold until the Average reach- 
ed 150 on the next upward swing. As 
the Average rises above this point the 
percentage of stocks would be reduced 
on the following scale: 


DJIA Stocks Bonds 
150 3/8 5/8 
165 1/4 3/4 
180 1/8 7/8 
195 none 100% 


Selection of Base Period 


N addition to the sliding scale, the 

Vassar Plan differs in one very im- 
portant respect from the Yale Plan, in 
that it cannot be applied without esti- 
mating the amplitude of fluctuation of 
the forthcoming cycle. It thus is not a 
true formula plan, but rather a combina- 
tion of forecasting with a formula ap- 
plication. 

The implication in the article is that 
the eight year moving average is to be 
used as the median, at which the fund 
is to employ a 50/50 stock-bond ratio, 
below which stocks are to be purchased 
on a sliding scale down, and above which 
they are to be sold on a sliding scale up. 
It seems doubtful that the eight year 
moving average always was to be used. 
Had it been employed, for instance, in 
the summer of 1932, instead of in the 
summer of 1938, the average monthly 


3. Note the “sliding scale’’—increasing the per- 


centage of common stocks on the way down 
from 135, and decreasing it on the way up 
from 150. 
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mean price of the Dow-Jones Industrial 
Average for the years 1924 to 1932 
would have been about 185. As the 1932 
mid-summer level of the Dow-Jones In- 
dustrial Average was in the 42 to 60 
range, it seems questionable whether 
anyone would have been bold enough to 
employ 185 as his median, because we 
are all influenced not only by the current 
trend of the stock market, but by the 
current level as well. The moving aver- 
age idea is popular in some quarters, but 
after a great deal of experimentation 
the writer has come to the conclusion 
that it is impracticable—for the reason 
mentioned. 

It is probably nearer actuality to infer 
that Mr. Morris, in mid-1938, concluded, 
as all of us are wont to do, that the then 
current level was a fairly good median, 
above which stocks should be sold and 
below which they should be bought. The 
eight year moving average at that time 
happened to come out at 136.15, just as 
it happens to come at this writing at 133. 
Had the eight year moving average been 
185, some moving average other than 
the eight year one undoubtedly would 
have been selected. 

The Vassar Plan forecasting appears 
in the schedule by which stocks were to 
be sold on the way up and bought on the 
way down. The American Council arti- 
cle gives no reason for the schedule of 
purchases and sales. The limits pre- 
scribed represented Mr. Morris’s fore- 
casting of the amplitude of fluctuation 
in the cycle ahead—and so far it has 
proved to be excellent forecasting. 


An Advantage—and a Weakness 


HE Vassar Plan has an element of 

unusual advantage, and it harbors an 
element of considerable risk. Were it 
not for Mr. Morris’s stipulation that only 
% of the endowment was to be employed 
in the operation, the plan would be dan- 
gerous indeed, for if the Dow-Jones 
Industrials decline below 105, and stay 
there, the fund would be locked up 100% 
in stocks. 

The plan breathes too much of the pe- 
riod in which it was conceived. The 
pattern of the schedule—rapid accumu- 
lation of stocks until the fund becomes 
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100% in stock at 105, and equally rapid 
disposal until the fund becomes 100% 
in bonds at 195—seems to indicate that 
the plan was devised to fit the 1937-1938 
type of market. In other words, the 
very strength of the Vassar Plan is its 
greatest weakness. It forecasts a rela- 
tively moderate degree of fluctuation. If 
the forecast is right, the result will be 
good; but if stocks either rise and stay 
above 195, or decline and stay below 105, 
the plan would become inoperative. Con- 
fronted on one hand with the possibility 
of several years of high war taxes and 
low net profits, and on the other with 
the threat of an inflation-induced rise in 
stock prices, it would seem to be a poor 
time in which to tie investment manage- 
ment to a program which depends for its 
success upon fluctuation in stock prices 
between 105 and 195 of the Dow-Jones 
Industrial Average. 


Intentions vs. Definite Policy 


N devising any formula plan it must 

be assumed that stock prices will con- 
tinue to fluctuate. Indeed, that is the 
premise upon which the formula method 
is based. But such an assumption should 
not go so far as to forecast that the 
market will behave one way rather than 
another. A formula plan should not have 
to forecast in the first place; and in the 
second, it should always be in a position 
to derive advantage, no matter what 
course stock prices take. Vassar has fore- 
cast moderate fluctuations, while Yale 
has forecast wide fluctuations. If the 
years ahead produce a market which 
fluctuates between 100 and 200, Vassar 
will surpass Yale, but should the future 
produce wide fluctuations, Yale will sur- 
pass Vassar. 

The argument may be advanced that 
either plan can be changed if it does not 
fit conditions. But that brings us back 
to forecasting again. When are they go- 
ing to change it? One recalls that excel- 
lent advertisement of an investment com- 
pany back in 1930—“Locked in Stocks.” 
It carried a picture of a Pilgrim father 
suffering the then popular punishment 
of being locked in the stocks, the anal- 
ogy being that the “fixed trusts,” so pop- 
ular in 1930, were “locked in common 
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stocks,” but that theirs, a managed fund, 
could get out of stocks and into bonds or 
cash. But they never got out. Their 
shares declined from $37.31 on January 
1st, 1930, to $10.92 on January Ist, 1939 
—a decline of 70.7% during a period in 
which the Dow-Jones Industrial Average 
declined 75.8%. A formula plan would 
have forced that investment company, 
although against its judgment, to do a 
better job. 


The Vassar Plan should not be adopted 
without bearing in mind (1) that only 
¥%s of the Vassar College endowment was 
employed in the operation and (2) Mr. 
Morris’s skill as a forecaster of the 1938- 
1943 range of common stock prices. It 
should be noted, too, that regardless of 
his proved skill as a range forecaster, 
Mr. Morris, unlike many less able fore- 
casters, is not confident enough of his 
ability to attempt to prophesy which way | 
the market will move, and much less, 
what the exact bottom or top will be. He 
is a good example of an able investment 
manager who understands the limitations 
of forecasting, and who sees how the 
formula method can supplement his fore- 
casting endeavors. 


The Need for Judgment 


FORMULA plan which meets the 

requirements of one fund, or the 
abilities and preferences of its manager, 
is not necessarily adapted to the require- 
ments of another. This but emphasizes 
the point that the factor of judgment 
cannot be ignored, and that a formula 
program must be carefully adapted to 
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the circumstances, objectives, prefer- 
ences and abilities of each investment 
manager. 


Judgment, for example, is needed to 
decide upon the combination of conser- 
vatism and aggressiveness that is best 
adapted to the requirements of the fund 
to be managed. Judgment is needed to 
select the good and reject the bad gener- 
al features of any plan that may be 
studied. It is needed to differentiate be- 
tween, and select the best conceptions of 
the numerous auxiliary devices within 
the general framework of a given plan.* 
The investment committee of an endow- 
ment of which the author is a trustee 
found it necessary to make nine im- 
portant decisions, each requiring judg- 
ment, before a formula plan suited to the 
fund could be placed in operation. 


The formula principle unquestionably 
can be of use to any investment manager, 
if he acquaints himself with the general 
method and the particular devices avail- 
able, and works out a plan adapted to 
the funds under his direction. He will 
note several important advantages: 


(1) Time involved in conjecture on 
future market levels will be materially 
reduced. 


(2) Yield over any reasonable period 
will be increased under the formula meth- 
od, in comparison with other methods, 
because it forces the purchase of stocks 
at low prices and high yields, and their 
sale at high prices and low yields. 


(3) Risk of serious loss will be lim- 
ited. 


(4) Results over any reasonable pe- 
riod will be improved. 


4. Space in this article prevents the mention of 
four auxiliary formula devices for delaying the 
purchase of common stocks in rapidly declining 
markets, and one for delaying their sale in 
rising markets. In a subsequent article, the 
several formula variations will be discussed 
which do not require any forecasting of the 
amplitude of fluctuation of the forthcoming 
cycle. 
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Another Double Domicile Case 
— New York Wins 


A contest between the States of New 
York and Florida over the right to collect 
$200,000 inheritance taxes on the estate of 
the late George L. Bourne, who was chair- 
man of the board of the Superheater Com- 
pany, was decided this month in favor of 
New York State by Surrogate Charles D. 
Millard of Westchester County. 


After matrimonial differences in 1937 
Mr. Bourne went on his yacht to Florida 
and in a 1938 will and in income tax returns 
up. to his death on May 25, 1940, declared 
that he was legally domiciled in that State 
and not New York. However, the surro- 
gate held that Mr. Bourne’s acts nullified 
his declarations. Mr. Bourne acquired a 
furnished house at Miami Beach, but never 
occupied it and kept only two traveling 
bags in it. 


Mr. Bourne moved from Chicago in 1925 
and bought an estate in Mamaroneck and 
retained it for his son and himself after 
his wife had moved to Connecticut with 
their two daughters after the 1937 separa- 
tion. Mr. Bourne died in the Lawrence 
Hospital at Bronxville, three weeks after 
coming north from Florida in 1940, and 
funeral services were held at the Mamar- 
oneck estate, the surrogate said. 


Furthermore, Mr. Bourne kept stocks and 
bonds valued at $2,848,190 in New York 
during the years he was in Florida, was a 
member only of New York and Westches- 
ter clubs and his philanthropies were con- 
fined to organizations in the New York 
area. These facts made him a New York 
State resident, the surrogate ruled. 


ee 
Urban Mortgages Decline 


Continuing a wartime decline, recordings 
of non-farm mortgages of $20,000 or less 
amounted to $220,000,000 during February, 
26% less than in the same month last year, 
the Federal Home Loan Bank Administra- 
tion announced this month. It is the low- 
est monthly total for the nation’s mortgage 
recordings since February 1939 and less 
than half of the record figure reached in 
October 1941, before restrictions on con- 
struction of non-war housing took full ef- 
fect. 
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INVESTMENT POLICY 


MARRIAGEABILITY OF INDUSTRIAL 





PRODUCTS 


LYWOOD airplanes, glass tex- 
tiles, auto bodies from soy-beans, 
stockings from milk, are but a few 
of the revolutionary developments 
that seem to confound the traditional 
laws of manufacturing physics. Iron 
loses out to steel, then steel loses 
some ground to aluminum, only to 
wind up as its competitor in the form 
of stainless steel alloys. In the pro- 
cess, companies and even whole in- 
dustries have grown, prospered and 
declined, with a consequent instabil- 
ity to investment values which has 
discouraged the risk-taker, especial- 
ly under present day and prospective 
restrictions on profit rewards. 


Add the swiftly increased tempo of 
war, with its threat of innumerable 
varieties of new techniques and pro- 
ducts overhanging the future economy, 
and the prospect at first looks uninvit- 
ing to equity holders. Many experi- 
ments, although proven in peacetime, 
were not acceptable to the public, but 
war is forcing development and a break 
from traditional requirements. Not only 
are popular buying habits ordinarily 
hard to change, but industrial specifi- 
cations have a normal tendency to fol- 
low rigid patterns. These market hur- 
dles are being rapidly changed by 
shortages of usual materials, priorities 
difficulties, etc., during the emergency, 
with permanent repercussions. 


But basic research, as in atomic 
structure, is providing a new avenue 
to stability; it is resulting in the reallo- 
cation of commercial values according 
to their use in combination with other 
materials. In this “synthetic era” less 
and less interest attaches to the use of 
metals, woods, textiles, ceramics or 


Important Determinant in Usefulness of Raw Materials Considered 


Summary of Trusts and Estates Investment Panel Discussion 





other raw materials in their industrial- 
ly “pure” state and more to their use- 
fulness as an alloy or component. Fewer 
products are being made exclusively of 
one material, more are the result of a 
“marriage” of several, or are derived 
from new sources such as farm chem- 
urgy has developed. The designation 
“100% pure” is becoming an outmoded 
standard in many fields as mineral, ani- 
mal and vegetable products are reworked 
rather than refined and are synthesized 
with other basic ingredients. 


Increased emphasis will be placed on 
the degree of marriageability of raw ma- 
terials; the question will be not “is 
magnesium better than aluminum or 
steel” for a certain variety of products, 
but rather, “which materials have the 
greatest variety and volume of mar- 
riageability” in manufacture of the fin- 
ished goods. Atomic structure and 
workability are becoming greater fac- 
tors in industrial usage and therefore 
in investment interest, as will the 
capacity of a particular factory to 
produce synthetic products to new 
specifications. These specifications in 
turn will be determined more from the 
functional end product than from the 
limitations heretofore imposed by the 
qualities of an individual ore, wood, 
textile, plant, etc. 


Some relatively little used raw ma- 
terial now may be found to have an 
affinity for such a variety of other ma- 
terials that not only will it be in con- 
siderable volume demand, but it will 
have an unusual stability of demand 
since, while some end products have a 
temporarily or permanently depressed 
market, others in which it is an essen- 
tial ingredient will have an increasing 
demand. The same may be true of some 
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major materials now thought to be “on 
the way out”—the secondary use may 
well become predominant over primary 
use, with a consequent widening and 
stability of market. Mutualization of 
risk may thus be effected not only 
through investment diversity but also 
at the source of individual investment. 


Mortgage Loan Manual 
Prepared 


HOME Mortgage Loan Manual de- 

signed especially for use by banks 
and other institutional investors in real 
estate mortgages has been developed by 
the Department of Research in Mortgage 
and Real Estate Finance of the American 
Bankers Association, of which Dr. Ernest 
M. Fisher is director, in coilaboration 
with the Committee on Real Estate Mort- 
gages of the Association’s Savings Divi- 
sion. The manual’s 137 pages set forth 
a comprehensive system of mortgage 
loan analysis which goes far beyond the 
system of property appraisal upon which 
mortgage loans have generally been 
granted. 

The new system of loan analysis de- 
veloped in the manual involves four car- 
dinal points: the rating of the neighbor- 
hood in which the property is located; 
rating of the property itself; rating of 
the borrower, and the summary rating 
of the payment pattern of the mortgage. 
Sound mortgage lending consists of a 
carefully reasoned balancing of these 
four factors, the manual emphasizes as 
its main thesis. 

The four basic principles of sound 
credit are subdivided into a total of twen- 
ty-five separate points. Under the sys- 
tem of loan analysis set forth by the 
manual, a detailed loan application and 
appraisal report are only the basic steps 
in arriving at a final evaluation of the 
loan. The manual contains model forms 
for applications and appraisal reports. 

Under the general factor of neighbor- 
hood rating, there are six essential 
points: future desirability of the neigh- 
borhood to the present occupant group; 
stability of community income and em- 
ployment; convenience of schools; suffi- 
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ciency and convenience of transportation ; 
protection against hazards and adverse 
influences; and competitive marketability 
of property in the neighborhood as com- 
pared with that of other neighborhoods. 

As to the rating of the property itself, 
there are seven fundamental points: 
structural soundness, materials and 
workmanship; interior functional plan; 
relation of structure to land; mechanical 
and convenience equipment; exterior ap- 
pearance; relative burden and trend of 
taxes on the property; and relative mar- 
ketability of the property. 

A model data sheet for recording in- 
formation about the borrower is included 
in the manual. From the information 
obtained from various sources, five basic 
items concerning the borrower are con- 
sidered: employability and income stabil- 
ity; personal financial management; his 
motive in buying the property; family 
and social relationships; and financial 
capacity. 

Preparation of a summary rating of 
the mortgage repayment pattern is the 
final step in analyzing the mortgage loan. 
A data sheet, a model for which is pro- 
vided in the manual, is the basis of this 
summary rating. The rating of the mort- 
gage pattern is established by considera- 
tion of the ratio of rental value to total 
monthly carrying charges; initial ratio 
of the loan to the value of the property; 
ratio of the estimated depreciating rate 
to the rate of amortization; ratio of 
mortgage payment, including both prin- 
cipal and interest, to the borrower’s in- 
come; and the rating of the lowest, in- 
termediate and highest of the three cate- 
gories covering neighborhood, property, 
and borrower. 


Throughout the entire loan analysis 
system, numerical points are assigned for 
the quality of information revealed on 
the data sheets. These points are tabu- 
lated, and a final figure is obtained in- 
dicating the relative quality of the loan 
transaction as a whole. 

Appended to the manual are numerous 
tables of amortization, depreciation, and 
loan-value ratios, together with a dis- 
cussion of the values and usages of the 
tables as guides and tools in making 
mortgage loans. 
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Where There’s A Will... 


N a will made December 28, 1942, the 

late J. P. Morgan left his residuary 
estate to his two sons, Commander Jun- 
ius S. Morgan, U.S.N.R., and Lt. Com- 
mander Henry S. Morgan, U.S.N.R., ap- 
pointing them executors and trustees to- 
gether with J. P. Morgan & Co. Ince. 
Total cash bequests exceeded $610,000; 
estimates of the size of the estate run 
to $50,000,000. The financier made 
no bequests to his daughters because he 
had made provision for them in his life- 
time; he also stated his three sisters had 
been amply provided for in the will of 
his father, hence they were not men- 
tioned. 

The largest personal gifts, amounting 
to $50,000 each, were left to Belle da 
Costa Greene, custodian of the Pierpont 
Morgan Library, and John Axten, his 
secretary. Mr. Morgan left from $500 


to $50,000 to various relatives and em- 
ployees, and to the Pierpont Morgan 
Library he gave practically all the books, 
paintings and other art treasures which 
were on loan to that incorporated institu- 


tion. Another large bequest was a gift 
of $150,000 to the trustees of the estate 
of the Protestant Episcopal Diocese of 
Long Island, the income to be paid to the 
rector of the Church of St. John’s for 
the general upkeep of the church. No 
other charitable gifts were made, Mr. 
Morgan declaring that he had “been in 
the habit, to the extent of his ability, of 
making donations” during his lifetime. 
“In grateful recognition of the kindness 
and hospitality shown me during many 
years by the governor and directors of 
the Bank of England,” he directed there 
be presented to them, as a memento of 
him, the large silver tankard dated 1692 
given by Queen Mary II to Captain 
Simon Janszen. Provision was also made 
for various sums of money to be given to 
27 servants on his American and Eng- 
lish estates, depending on the length of 
their service... 


* * * * 


HE Rev. Dr. John Rathbone Oliver, 
who achieved wide prominence as a 


psychiatrist, author, lecturer, priest and 
criminologist, named the Mount Calvary 
Church (P. E.) of Baltimore, with which 
he was connected, as the principal ulti- 
mate beneficiary of his estate. Dr. Oliver 
gave his criminological books to Harvard, 
his works on the history of medicine to 
Johns Hopkins where he taught, and his 
theological books to a seminary. The 
residue of his estate after some cash be- 
quests was left in trust for three indivi- 
duals until the youngest of them attains 
the age of 25, at which time the fund is 
to pass to his Church. The Mercantile 
Trust Co. of Baltimore and a sister were 
named executors in the will... 


Frank L. Polk, prominent lawyer and 
Undersecretary of State in the Wilson 
administration, bequeathed $50,000 to his 
wife and $15,000 to each of his five chil- 
dren. To his executors and trustees— 
the United States Trust Company of New 
York, John W. Davis and Mrs. Polk, he 
left $10,000 “with the request” that they 
distribute it in accordance with a letter 
of instructions. Mr. Polk, who was a 
great-nephew of President Polk, was at 
one time Corporation Counsel of New 
York City and held many other impor- 
tant public posts including leadership of 
the American delegation to the Paris 
Peace Conference in 1919. He left the 
residue of his estate in trust to pay the 
income to his wife for life. Upon her 
death, the fund is to be divided into as 
many shares as there are children or 
descendants of children (per stirpes) 
surviving. The shares of the sons are to 
be paid outright to them; those of the 
daughters (or any minors) are to be held 
in trust. Mr. Polk directed his executors 
to accept as conclusive the statement. of 
his surviving partners in the law firm of 
Davis, Polk, Wardwell, Gardiner & Reed 
as to the value of his interest in or 
amounts due to him from the firm at his 
death. 


* * * 


IRST Roman Catholic ever to be 
named to the Harvard Corporation, 





872 


governing board of the University, James 
Byrne left contingent remainders in his 
estate to the R. C. Archbishop of New 
York and Harvard University equally. 
Dr. Byrne, formerly Chancellor of the 
University of the State of New York and 
a noted corporation lawyer, bequeathed a 
number of cash sums to relatives and 
friends, the Harvard Club of New York 
and the Association of the Bar of the 
City of New York, of which he was one 
time president. He created trusts of 
$20,000 and $30,000 for two employees, 
and a trust of the residue of his estate 
for his children. A son, James Mac- 
Gregor Byrne, was appointed executor 
and trustee in the will, with power to 
name as co-trustee either City Bank 
Farmers Trust Co., Guaranty Trust Co., 
or United States Trust Co., all of New 
York. However, he is attached to the 
American Embassy in Buenos Aires and 
has renounced his appointment. One of 
the attorneys for the estate has been 
named administrator with the will an- 
nexed and has been required to file a 
bond in the sum of $113,000... 


Edmund T. Allen, noted test pilot who 
died recently in the crash of a four- 
motored Boeing bomber into a plant in 
Seattle which killed a number of em- 
ployees, designated the Pacific National 
Bank of that city as co-executor and sole 
trustee under his will. Mr. Allen, who 
was director of flight and aerodynamics 
for Boeing and a test pilot since the last 
war, created a trust the income from 
which is to be paid to his widow in an 
amount which, together with sums re- 
ceived under insurance policies, will ag- 
gregate $600 per month. A similar pro- 
vision is made for the children in equal 
shares in the event his widow dies before 
his youngest child reaches the age of 30. 
They are to receive the principal at that 
time or, if their mother survives that 
date, upon her death... 


Employees are to receive the income 
from his furniture company stock under 
the will of Frederick C. Sterling of Cleve- 
land, whose estate is valued at $1,000,- 
000 ... Jay Pierrepont Moffat, late 
American Minister to Canada, named as 
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executors of his will the Keene (N. H.) 
National Bank and his widow, who is the 
daughter of former Ambassador to 
Japan, Joseph C. Grew .. . Raymond A. 
Kent, president of the University of 
Louisville, appointed his wife as execu- 
trix of his will, but she declined to qual- 
ify and the Kentucky Title Trust Co. of 
Louisville was appointed in her stead... 


Chamber of Will Horrors 


No. 7: “The Jolly Testator .. .” 


There is now about to be litigated 
another example of the stupidity of a 
home-made will. It seems that Mr. X, 
a miserly old widower, dreaded the 
thought that anyone of his late wife’s 
family would get a cent from his es- 
tate so at the ripe age of 90 he drew 
his own will providing that his daugh- 
ter should receive an annual income of 
$8,000 from his estate which is esti- 
mated at no less than half a million 
dollars. Upon her death, her daughter 


is to receive all of $2,000 a year for 
her life. When she passes on, the prin- 


cipal and presumably all the accumula- 
tions are to be distributed among Mr. 
X’s nieces and nephews—all of whom 
are likely to be dead at that time! 
The daughter, lacking the benefit of 
independent legal advice, permitted 
the will to be probated without a 
struggle. Now it appears that she 
has obtained competent counsel who 
advises that the will may violate the 
rule against perpetuities of another 
state in which Mr. X had some prop- 
erty. But even that possibility is rela- 
tively insignificant in comparison with 
the ridiculous distribution of the es- 
tate. 


Prudential Mutualized 


The 67-year-old Prudential Insurance 
Company, second largest life insurance com- 
pany in the world, was completely mutual- 
ized last month when the board of directors 
ordered the transfer of the thirty-two re- 
maining shares of stock to the company for 
cancellation. The plan to mutualize the 
company began thirty-two years ago. 
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PERSONNEL CHANGES IN TRUST INSTITUTIONS 


CALIFORNIA 


San Francisco—Supplementing our re- 
port of last month relative to the associa- 
tion of Otto Jeidels with the BANK OF 
AMERICA, it is announced he has been 
formally appointed vice president, vice 
chairman of the general finance committee 
and a member of the bank’s advisory coun- 
cil. He assumed his new duties April 1. 


CONNECTICUT 


Hartford—Hector C. Prud’homme, vice 
president in the trust department of HART- 
FORD-CONNECTICUT TRUST CO., has 
been commissioned a Captain in the Marine 
Corps. 


DELAWARE 


Wilmington—George P. Bissell, formerly 
vice president and director of the DELA- 
WARE TRUST CO., has been elected chair- 
man of the board. John K. Garrigues ad- 
vanced from vice president and trust officer 
to first vice president. This extends his 
duties to banking and trust operations. He 
has served as a member of the advisory 
boards of the State Bank Commissioner and 
the State Tax Commissioner since those 
boards were established. Paul D. Lovett 
was advanced to vice president and trust 
officer, and was elected a director. 


GEORGIA 


Savannah—Edward A. Perkins, assistant 
trust officer and manager of the foreign 
dept. of the SAVANNAH BANK & TRUST 
CO., has been given a leave of absence 
to attend an Officers Candidate School. 


ILLINOIS 


Granite City—Ernest Karandjeff, former- 
ly of the Cass Bank & Trust Co. at St. 
Louis, has been named vice president and 
trust officer of GRANITE CITY TRUST 
& SAVINGS BANK. He is a son of pres- 
ident Henry D. Karandjeff. 


INDIANA 


Rushville—M. A. Havens, cashier and 
trust officer of the RUSH COUNTY NA- 
TIONAL BANK, has been named also vice 
president. 


MASSACHUSETTS 


Boston—Ralph Lowell has been elected 
chairman of the board and executive com- 


mittee of BOSTON SAFE DEPOSIT & 
TRUST CO., to succeed the late James 
Dean. Mr. Lowell had been a partner of 
Clark, Dodge & Co. He is also vice pres- 
ident of the Provident Institution for Sav- 
ings, trustee of Lowell Institute and of 
Massachusetts General Hospital; and a di- 
rector of numerous other civic and chari- 
table organizations. 


NEBRASKA 


Lincoln—Paul Riley, former assistant 
State bank examiner, has been elected as- 
sistant cashier and assistant trust officer 
of the NATIONAL BANK OF COM- 
MERCE. 


Omaha—G. F. Kroeger was promoted to 
trust officer of the OMAHA NATIONAL 
BANK. 


NEW JERSEY 


Morristown—George A. Easley, a mem- 
ber of the board since 1930, has been elect- 
ed president of the NATIONAL IRON 
BANK. 


Somerville—Howard S. Lyon, executive 
vice president since 1933 of The Somerville 
Trust Co., was elected president to succeed 
John G. Gaston. 


NEW YORK 


New York—Robert H. Craft has been ap- 
pointed vice 
president and 
treasurer of 
the GUARAN- 
TY TRUST 
CO. to suc- 
ceed Robert L. 
Garner who 
resigned 
March 31, to 
become vice 
president and 
treasurer of 
the General 
Foods Corpor- 
ation. Mr. 
Craft has been 


ROBERT H. CRAFT with the bank 


since 1929 and became a second vice pres- 
ident in 1940. 


New York—E. Townsend Look, former 
vice president of James Talcott, Inc., and 
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since 1939 an assistant vice president of 
Empire Trust Co., has been elected vice 
president of the FIDUCIARY TRUST 
COMPANY. 


New York—The board of STERLING 
NATIONAL BANK & TRUST CO. an- 
nounce the promotion of Raymond C. 
Claffy, Joseph J. Corradengo and William 
L. Plato to assistant trust officers. 


New York—GUARANTY TRUST COM- 
PANY announces the appointments of Wil- 
liam C. Lazo, T. Clyde McCarroll and Don- 
ald M. Street as trust officers and Harry 
M. Wilson as assistant secretary. 


New York—Thomas W. Lamont has been 
elected chairman of the board of J. P. 
MORGAN & CO. INC., succeeding the late 
J. P. Morgan. Russell C. Leffingwell was 
chosen chairman of the executive commit- 
tee, Mr. Lamont’s former position. Mr. 
Lamont joined Morgan & Co. as a partner 
in 1911 after having been secretary and 
treasurer and then vice president of the 
Bankers Trust Co. and later vice president 





Qualified by 67 years 
of experience to act 
in every recognized 
trust and corporate 
fiduciary capacity. 


IOWA-DES MOINES NATIONAL BANK 
& TRUST COMPANY 


DES MOINES, IOWA 


™ - __f 


MEMBER FDIC 
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of the First National Bank of New York. 
Son of a Methodist Episcopal minister, he 
graduated from Harvard in 1892 and for 
two years after graduation was a reporter. 
Mr. Leffingwell, who served as Under- 
Secretary of the Treasury during the first 
World War, became a partner of J. P. Mor- 
gan in 1923. 


New York—Albert W. Olsen has been ap- 
pointed assistant to the president of NEW 
YORK TRUST CO. He has had varied ex- 
perience in commerce and industry, cover- 
ing several years in foreign trade princi- 
pally in the Far East. 


NORTH CAROLINA 


Charlotte—R. R. Clontz has been elected 
assistant cashier and assistant trust officer 
of the COMMERCIAL NATIONAL BANK. 

Wilmington—F. B. Graham, assistant 
trust officer of the WILMINGTON SAV- 
INGS & TRUST CO., has also been elected 
assistant cashier. 


OHIO 


Youngstown—J. M. MaclIntosch, assist- 
ant trust officer of the DOLLAR SAYV- 
INGS & TRUST CO., has been advanced to 
acting head of the trust dept. in the ab- 
sence of A. E. Adams, Jr., vice president 
and senior trust officer, now in the Army 
Air Corps. 


PENNSYLVANIA 


Norristown—M. Paul Smith, until now 
associate trust officer of NORRISTOWN- 
PENN TRUST COMPANY, has opened a 
law office where he will specialize in de- 
cedents’ estates and trust law. He will 
continue to edit Fiduciary Review, a pub- 
lication which reviews Pennsylvania cases. 


Scranton—A. M. MeNickle, assistant 
trust officer of THIRD NATIONAL BANK 
& TRUST CO., has re-joined Kennedy Sin- 
claire, Ine., of New York, as director of 
their Estate Planning Department. 


SOUTH CAROLINA 


Greenville—Robert S. Small promoted 
from assistant trust officer to assistant 
cashier and assistant trust officer of this 
office of the SOUTH CAROLINA NA- 
TIONAL BANK of Columbia. 


VIRGINIA 
Norfolk—Roger W. Tatem and Ernest 
H. Neyhard of the NATIONAL BANK OF 
COMMERCE have been promoted to as- 
sistant trust officers. 
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WISCONSIN 


Milwaukee—George P. Blakney has been 
elected vice president of the MARINE NA- 
TIONAL EXCHANGE BANK; Thomas A. 
Moore promot- 
ed from trust 
officer to vice 
president and 
trust officer; 

Russell J. 
Clark, assist- 
ant trust offi- 
cer, made as- 
sistant vice 
president and 
trust officer, 
and Thomas E. 
Mattson, stat- 
istician, an as- 
sistant trust 


officer. 
THOMAS A. MOORE 


Sheboygan—William Schlundt has been 
appointed manager of the trust dept. of the 
SECURITY NATIONAL BANK. 


CANADA 


London, Ont.—Morley Aylsworth, general 
manager of 
the Huron & 
Erie Mortgage 
Corpora- 
tion and THE 
CANADA 
TRUST COM- 
PANY, was 
recently ele- 
vated to the 
presidency of 
both _ institu- 
tions, succeed- 
ing T. G. Mer- 
edith, K. C. He 
joined the 
staffs in 1902 

M. AYLSWORTH and 24 years 
later succeeded R. H. Cronyn as general 
manager, which post he retains. 


TRUST INSTITUTION BRIEFS 


Sacramento, Cal.—Ben C. Corlett, former 
manager of the First Napa branch of the 
BANK OF AMERICA, is now California 
State Bank Superintendent, succeeding 
George J. Knox. 


San Francisco, Cal—Jesse W. Tapp, a 
vice president of the BANK OF AMER- 
ICA and former president of the Federal 


375 


Surplus Commodities Corp. has_ been 
chosen a chief assistant to Chester C. 
Davis, food distribution and production ad- 
ministrator. 


Columbus, Ga.— THE FIRST NATION- 
AL BANK OF COLUMBUS is the name 
of a new Georgia bank formed by the 
consolidation in January of the Home Sav- 
ings Bank with the First National Bank. 
H. K. Park, who formerly headed each 
bank, was elected president. 


Newcastle, Ind. — FIRST NATIONAL 
BANK has been granted trust powers under 
section 11(K), Federal Reserve Act. 


New York, N. Y.—Resources of the 
GUARANTY TRUST CO. have reached 
the highest point in the company’s history, 
according to statement of condition as of 
March 31. Total resources of $3,015,473,- 
614.70 compare with $2,995,498,622.31 at 
the time of the last statement, Dec. 31, 
1942. 


New York, N. Y.—THE CHASE NA- 
TIONAL BANK has acquired the banking 
business of the Chemical Bank & Trust Co. 
branch at Broadway and 73rd St., and will 
operate a branch at that location. The 
Chase branch at 86th St. & Broadway has 
been discontinued and the entire staff of 
that office transferred to the new quarters 
at 73rd St. 


Kinston, N. C.—COMMERCIAL NA- 
TIONAL BANK has been granted trust 
powers under section 11(K), Federal Re- 
serve Act. 


Mount Carmel, Pa.—The trust depart- 
ment of the GUARANTEE TRUST & 
SAFE DEPOSIT CO., whose deposit lia- 
bilities were assumed by First National 
Bank of Mt. Carmel, was taken into pos- 
session by the Department of Banking 
March 2nd. 


York, Pa.—The consolidation of the 
CENTRAL NATIONAL BANK & TRUST 
CO. with the YORK NATIONAL BANK 
& TRUST CO., becomes effective June 1. 

Charlottesville, Va.—Charles T. O’Neill, 
vice president and trust officer of the NA- 
TIONAL BANK & TRUST CO., has been 
named chairman of the Sub-Committee on 
Agriculture Credit of the Committee on 
Federal Legislation of the American Bank- 
ers Association, succeeding Wood Nether- 
land, vice president of the Mercantile-Com- 
merce Bank & Trust Co., St. Louis, resign- 
ed because of ill health. 





IN MEMORIAM 


ARTHUR F. YOUNG: vice president 
and trust officer of the National City Bank 
of Cleveland, Ohio. He had served on the 
executive committee of the American 
Bankers Association, the Council of the 
American Bar Association’s Section of Real 
Property, Probate and Trust Law, and was 
a lecturer in the trust courses of the Grad- 
uate School of Banking. 


CLAYBORNE D. DYAL: president of 
Florida National Bank of St. Petersburg. 
He had held various offices in the Florida 
Bankers Association and the American 
Bankers Association. 


WILLIAM H. WEBER: president and 
director of the First National Bank of 
Blue Island, Illinois. 


H. HERBERT STURGIS: president of 
the Casco Bank & Trust Co., Portland, 
Maine. He was also president of the Mo- 
tor Sales & Service, Inc., and the founder 
of the Standish Land & Lumber Co. 


A. C. RACHESKY: president of the 
United States Trust Co. of Boston, Mass. 


JOHN PIERPONT MORGAN, 
Financier 


HE late John Pierpont Morgan inherit- 
ed from his father the task of heading 
the great banking house whose name has 
been the 20th century symbol for “big 
finance.” Although the bank was only 18th 
in size among the commercial banks of the 
nation, it had an intangible asset of pre- 
eminent value—the magic Morgan name. 
His great-grandfather, Joseph Morgan, 
Connecticut farmer, laid the foundations of 
the family fortune through profitable coach- 
ing, inn and fire insurance businesses, which 
led in time to the son’s becoming associated 
with George Peabody in the latter’s London 
banking house. J. Pierpont Morgan, son 
of Junius, later known as the man who 
saved the United States Treasury from 
bankruptcy, started his commercial career 
in a business house which acted as Amer- 
ican correspondent for the Peabody con- 
cern, later going into the banking field him- 
self in a modest way, and his company be- 
fore many years became the all-powerful 
J. P. Morgan firm. The delegation of wide 
authority to his partners and the arriving 
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at decisions by common consent was one 
of the secrets of his bank’s success. 

World War I opened the way for the 
House of Morgan to engage in international 
financial transactions on a huge scale. It 
advanced $12,000,000 to France, sizeable 
sums to Russia and England, and floated a 
$500,000,000 Anglo-French bond issue. Be- 
tween 1915 and 1917, J. P. Morgan & Co. 
placed British and American buying orders 
for about $3,000,000,000 worth of supplies. 
Mr. Morgan was very proud of the fact that 
the Allies found his firm useful in their 
task. He also expressed his opinion that 
another war might damage the economic 
structure irreparably by eliminating the 
leisure class, “and if you destroy the leisure 
class, you destroy civilization.” 

In the past ten years many changes oc- 
curred in the House of Morgan, due to 
economic trends. The first came when the 
securities act required the firm to decide 
whether to continue as a deposit bank or 
as a seller of securities. It chose deposits. 
On Sept. 16, 1935, a new firm known as 
Morgan Stanley & Co. opened for the un- 
derwriting and wholesale distribution of 
investment securities, with a starting paid- 
in capital of $7,500,000 and a membership 
of five partners who withdrew from J. P. 
Morgan & Co. In 1940 the bank’s business 
was incorporated, breaking an 81-year-old 
tradition. In obtaining the state charter, 
the bank also took powers to engage in 
trust business. On January 20, 1943, for 
the first time in its history, the House of 
Morgan welcomed the general public in the 
form of shareholders. 

Mr. Morgan was a lover of art and had 
one of the largest collections of paintings 
in the world. As a memorial to his father 
he established the Pierpont Morgan Library 
which contains rare books and manuscripts 
constituting one of the greatest collections 
of treasures gathered by any individual, 
with an estimated value of from $7,000,000 
to $8,500,000. 

Mr. Morgan received many honors for 
his financial work in behalf of foreign gov- 
ernments. He held the honorary degree of 
Doctor of Laws from several colleges, and 
the highest distinction which Oxford Uni- 
versity can confer, the Doctorate of Civil 
Laws, was bestowed on him in 1930. 

A -somewhat mysterious colossus of fi- 
nance, Mr. Morgan’s real personality was 
reserved for his close friends. Modest, un- 
assuming, J. P. Morgan has left many a 
monument and gift from which the world 
can derive benefit and pleasure. 





CURRENT EVENTS 


NEW BOOKS 


THE IMPACT OF FEDERAL TAXES 


ROSWELL MAGILL. Columbia University Press. 
218 pp. $3. 


Professor Magill, well known in the tax 
world, having been Undersecretary of 
the Treasury for several periods, offers 
here a critical analysis of our tax struc- 
ture. No attempt is made to encroach on 
the field of the interpretative tax treatises; 
rather he considers the main effects of the 
major federal taxes and offers suggestions 
as to the principles upon which the tax 
system should be founded. 

Of particular interest to our readers 
should be the chapters on “The Income Tax 
on the Family” and “Gift and Death 
Taxes.” In the former, the author traces 
the development of what might be termed 
the “constructive income” theory—the tax- 
ation of assigned income, and income from 
short-term, revocable and grantor-benefit 
trusts, as well as the possibility of joint 
returns. 

The concluding paragraph of the latter 
chapter is pertinent: “The ultimate result 
of a generation of gifts in trust is not clear. 
Trust funds are not venturesome, they sit 
by the fire and warm themselves with 3 
percent, or less, and safety. A nation of 
trust beneficiaries would not be the nation 
of the roaring twenties, but it will be a 
nation of more equally distributed wealth. 
With no large fortunes save old ones, and 
with individual and corporate reserves de- 
pleted (after the war), will there be ven- 
ture capital available for our enterprise 
system? Or is an era of government fi- 
nancing of enterprise inevitable?” 


ee 


1943 PLASTICS CATALOG 


Plastics Catalog Corp., New York. 


This record Catalog highlights further 
annual expansion of the rapidly growing 
plastics field for 1943, as these modern ma- 
terials find new uses in war. A special 
section, “Plastics In War,” heads the con- 
tents of the new Catalog, detailing appli- 
cations of plastics in every branch of the 
Government having any relationship with 
the plastics industry. Like its predecessors, 
1943 Plastics Catalog is an encyclopedia of 
every phase of plastics and their uses. 


864 pp. $5.00. 


INVESTMENTS 


GEORGE W. DOWRIE and DOUGLAS R. FUL- 
LER. John Wiley & Sons, New York. 631 pp. 
$4.00. 


Says the preface, “This book is intended 
for the use of college classes, the personnel 
of financial institutions, and the general 
reader, who even though he may rely upon 
others to manage his investments, should 
have a clear understanding of the policies 
and processes involved in the selection and 
supervision of investment media.” 

The book nevertheless suits the classroom 
best. This is the kind of reading to be as- 
signed, by chapters, over a school term, and 
to be given life and color by classroom dis- 
cussion. Six hundred pages of closely 
packed, unspiced text make rather heavy 
going for the general reader. It is the gen- 
eral reader’s loss, for there is much good 
sense and balanced reasoning in this book; 
shorter and far more fallacious books have 
at one time or another engaged the general 
reader’s attention. 

The third audience addressed was the 
personnel of financial institutions. If the 
employee is a night-school student—yes, To 
the senior employee, who works daily with 
the material which the text analyzes and 
describes, there is overmuch of the first 
reader; and he is apt to find in the sections 
that relate to his own type of institution 
an unsatisfying sense of unreality. Thus, 
in the discussion of “Trust Funds” there is 
an explanation of common trust funds that 
ignores completely their background in the 
statutes that exempt common trust funds 
from taxation as “associations,” and in so 
doing surround the funds with rigid and, 
in some states, prohibitive restrictions. (In 
the same section a reference to statutory 
commissions is confusing and perhaps erron- 
eous.) Again, in the chapter on Investment 
Trusts there is no hint of the flood of fixed 
and semi-fixed and managed unit-type trusts 
that in the early thirties burst all dams of 
good investment sense and left behind a lit- 
ter of disillusioned investors and orphaned 
trusts. 

The practical man is apt, therefore, to 
say, “This is a library job,” which fails to 
do this solid, carefully planned book full 
justice. For in the classroom, as we have 
suggested, the details that create reality 
can be supplied. 
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THE DEFEAT OF CHAOS 


SIR GEORGE PAISH. D. Appleton-Century Co., 
New York; 122 pages. $1. 


The versatile author, steeped in finance 
(as adviser to the Chancellor of the Ex- 
chequer and British Treasury), railroading, 
economics and politics, provides in brief, 
readable form, a synopsis of the basic post- 
war issues and the means at our disposal 
to work out of the contracting economy that 
in part brought on, in part resulted from 
the first two World wars. A typically Eng- 
lish champion of international trade devel- 
opment, he shows a keen perception of the 
relation of politics and economic stability, 
outlining from the pure business viewpoint 
the measures which reconstruction needs 
will require after war if we are to avoid 
chaotic conditions. 

His remarks, written in 1941, as to the 
currency of trade, and the role of gold are 
especially timely in view of current inter- 
national monetary discussions, and his ap- 
praisal of the American supply and demand 
of capital, compared with that of other 
countries, is pertinent to every financial 
reader, especially if his contention is cor- 
rect that needs for recreation of prosperity 
differ widely from those of the past. The 


CHESTER R. DAVIS 


Chicago Corporate Fiduciaries Associa- 
tion, at their annual meeting last month, 
elected as President, Chester R. Davis, vice 
president and trust officer of Chicago Title 
and Trust Company; Vice President, Mark 
W. Lowell, vice president of Continental- 
Illinois National Bank and Trust Co.; Secre- 
tary-Treasurer, Clarence B. Jennett, vice 
president of The First National Bank of 
Chicago. 
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role and potentialities of each major coun- 
try are briefly considered, toward the end 
of putting into practice those policies which 
will assist reconstruction, which he sum- 
marizes in these words: “The problem be- 
fore the world is how to expand buying 
power and consumption, and not merely one 
of productive power” since “the gifts of 
nature are unlimited,” citing, as in Rus- 
sia’s case, the basic element of fostering 
incentive for individual initiative and as- 
sumption of responsibility. 


0 


MANUAL ON BANK ACCOUNTING, 
AUDITING, AND OPERATIONS 


National Association of Bank Auditors & Comp- 
trollers, Cleveland. 


Based on three years of research and 
study this manual provides an authorita- 
tive treatise and will serve as a guide to 
more effective and efficient bank account- 
ing, auditing, and operations. The pro- 
cedures as outlined in the manual are said 
to have been tried and proven—will save 
time in bank operation. The bank comp- 
troller, auditor, operations officer, or ac- 
countant will find this volume most helpful, 
as may public accountants, schools, and 
public libraries. 


0 


Trust Figures Delayed 


The annual statistics on trust funds ad- 
ministered by National Banks, which usual- 
ly have made their appearance by this time 
of the year, have not as yet been tabulated 
due to pressure of work in the office of the 
Comptroller of the Currency and therefore 
were not included in the Comptroller’s an- 
nual report recently released. Summaries 
of trust department reports will be publish- 
ed in the appendix to the 1942 report which 
is now in preparation. 


a 


Headley Joins G. S. B. Faculty 
Louis S. Headley, vice president of the 


First Trust Company of Saint Paul 
(Minn.) State Bank, has joined the invest- 
ments faculty of The Graduate School of 
Banking of the American Bankers Asso- 
ciation. Mr. Headley, who is president of 
the Trust Division of the A.B.A., will lec- 
ture on trust investments. 





MODEL COMMON TRUST FUND STATUTE 


Georgia Gets Law Based on Best Existing Acts 


JAMES C. SHELOR 
Senior Trust Officer, Trust Company of Georgia, Atlanta 


OR a number of years officers of 
Georgia trust institutions had heard 
discussions at trust conferences and read 
with unusual interest articles in Trusts 
and Estates and the Trust Bulletin, with 
regard to the advantages of Common 
Trust Funds. The consensus, however, 
seemed to be that it would be better to 
wait until additional experience had been 
accumulated by those trust men who 
were pioneering in this field elsewhere, 
before endeavoring to reach any final de- 
cision as to a program for our own State. 
When this matter was up for consid- 
eration again last December a number of 
trust men still felt that way. There was 
another group, however, among which 
the writer was a member, which felt that 
enough experience had been gained else- 
where to justify an effort to sound out 
the sentiment of our legislators with 
reference to such a fundamental change 
in our trust laws that would permit the 
mingling of trust accounts even under 
very strict regulations. Frankly, we 
were not at all certain that the idea of a 
Common Trust Fund would meet with 
favorable reception generally. 
Based upon studies previously made it 
was felt that the provisions of the Penn- 


sylvania and the Michigan statutes were 
probably best suited for adoption in our 
State. Further investigation confirmed 
this earlier view, and counsel in colla- 
boration with several trust officers pre- 
pared an initial draft of a Bill, which 
followed very closely the basic provisions 
of the Pennsylvania law and included 
some of the additional provisions found 
in the more recently enacted Michigan 
law. 


Almost Unanimous Approval 


HE Bill was introduced shortly be- 

fore the opening of the Mid-Winter 
Trust Conference in February, and it 
was felt that while we would urge its 
passage there would be no real effort 
made to do anything other than let the 
Bill take its normal course. However, 
various comments at the Conference, in- 
cluding Gilbert Stephenson’s remarks 
with regard to the desirability of the 
voluntary adoption of this legislation in 
order to forestall what might be State- 
controlled Common Trust Funds, con- 
vinced those of us who already favored 
the idea that the Bill should be passed 
at this session. We accordingly took 
steps to acquaint a number of key legis- 
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lators with the history of Common Trust 
Funds and the need for such legislation 
in our State. 

At the Committee hearing held in the 
Senate the members, after listening to a 
brief explanation of the Bill and its pur- 
poses, voted unanimously to recommend 
its passage and it was later unanimously 
passed and transmitted to the House of 
Representatives, where it was also re- 
ferred to a Committee for study. At this 
Committee hearing two legislators, who 
served as attorneys for rural banks, ini- 
tially objected to the Bill and it was re- 
ferred to a sub-committee for further 
study. It developed that the objections 
were based upon a misconception of the 
purpose of the Bill and after a very brief 
hearing the sub-committee recommended 
its passage. 

These objections were: First, that 
some of the city banks would be in a 
position to use this new plan in the in- 
vestment of their own monies; and sec- 
ond, that in some way the bank using 
such a Fund might be able to “unload” 
into the Fund real estate, securities or 
other properties that they had acquired. 
Frankly, we were agreeably surprised 
that these objections were raised by so 
few people as we had been led to be- 
lieve that a great many might interpose 
such objections to the fundamental idea 
of a Common Trust Fund. We did find, 
however, that the fact of supervision by 
the Federal Reserve Board meant a great 
deal to the Committeemen. 


A number of representatives spoke in 
favor of the bill, the Speaker of the 
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House advocating its passage as a meas- 
ure that would enable trust service to be 
rendered to more and more people with 
small estates. On the final vote a roll 
call was taken and the Bill passed 129 
to 1, without any explanation by the dis- 
senting legislator for his objection. 


Outline of Provisions 


T this time it is not believed that any 
institution has made definite plans 
for establishing a Common Trust Fund, 
but at least a foundation has been laid 
that will allow this modern type of trust 
service to be offered in the future. A 
summary of the provisions of the Act 
follows: 


Definitions of trust institution, fiduciary, 
Common Trust Fund, estate, participa- 
tion, securities, and certificate. 


Authorization to establish one or more 
Common Trust Funds. 


Authorization to trust institution in the 
capacity of fiduciary or cofiduciary to 
invest in Common Trust Funds if not 
prohibited by instrument, whether ef- 
fective before or after this Act, and if 
consent of cofiduciary is obtained. 


Outline of essentials of plan governing 
a Common Trust Fund. Plan may or 
may not provide for amortization of 
premiums, disposition of discounts 
and profits and allocation or apportion- 
ment of same between principal and 
income, and establishment of reserves 
against realized losses on mortgage in- 
vestments. 


Permission to amend plan. 


Authorization for investment of Com- 
mon Trust Fund assets. If individual 
trust instrument limits investment to 
legals, then participation may be made 
only in Common Trust Fund restricted 
to legals. If instrument expressly per- 
mits investment in Common Trust 
Fund, or authorizes investments other 
than legals, such account may partici- 
pate in Common Trust Fund composed 
of investments other than legals. 
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Limitation of $25,000 participation for 
any one trust. 





Procedure in participating in and with- 
drawing from Common Trust Fund. 
Withdrawal must be made within three 
months if requested by cofiduciary. 








Authorization to make distributions in 
cash or ratably in kind or partly in 
either upon withdrawals, provided all 
on same basis as of any one time. 









Requirements for identification of parti- 
cipants in Common Trust Fund. Cer- 
tificate of participation may be issued, 
but may not be negotiable or assign- 
able. 


Provision for audit of Fund at least an- 
nually, with information to be shown. 
Expense chargeable to Fund; copy of 
audit to beneficiary upon request. 










Provision for valuation of assets of Com- 
mon Trust Fund not less frequently 
than once each three months and re- 
quirement that participations must be 
admitted or withdrawn on the basis of 
such valuation and on the date there- 
of or within five business days subse- 
quent thereto if plan permits. 









Delegation of management and control 
of Common Trust Fund to trust insti- 
tution. Ownership of assets exclusive- 
ly in the trust institution. 








Prohibition against investment by trust 
institution of its own funds in Com- 
mon Trust Fund. If investment ac- 
quired through a creditor situation, 
participation must be withdrawn on 
first date when withdrawal can be ef- 
fected. 


Prohibition against fees for manage- 
ment but allowance of charges which 
would be chargeable to participating 
accounts if incurred in separate admin- 
istration. 

No mistake made in good faith shall be 


deemed a violation if prompt effort is 
made to remedy it. 
















Dispensing with requirement of court 
accounting unless ordered by court, but 
trust institution may account in same 
manner as for other fiduciary accounts. 
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Michigan Gets Common Trust 
Regulations 


Regulations governing the operation of 
common trust funds have just been is- 
sued by Michigan Banking Commissioner 
E. W. Nelson, effective as of April 12. 
These are promulgated pursuant to State 
enabling legislation enacted two years 
ago (see Lawrence, “Ideal Common Trust 
Fund Statute,” May 1942 Trusts and Es- 
tates 523). A summary of the regula- 
tions follows: 


The C. T. F. must be operated under 
a written plan. 


Investment in fund must be approved 
by trust investment committee. 


Participations may not exceed $25,000 
or 10% of total C. T. F., whichever is 
less. 


Investment in securities of any one 
corporation is limited to 5% of C. T. F. 


C. T. F. may invest in “non-legals” if 
participating trusts are not restricted as 
to investments. 


Trust institution may not charge for 
administering C. T. F. but is entitled to 
reimbursement for authorized expenses. 


C. T. F. must be audited annually. 


C. T. F. consisting mainly of mort- 
gages may be established, with participa- 
tion therein limited to $10,000. 
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Statute on Release of Powers 


Because of the great interest in the sub- 
ject, we publish here in full the recent New 
Jersey statute (S. B. 52) which is the first 
law to come to our attention.* 

1. A person to whom any legal or equit- 
able power of appointment, whether cou- 
pled with an interest or not, is given, may, 
by deed, release, or covenant or contract 
not to exercise, the power. 

2. Said person may release such power: 

(a) with respect either to the whole, 
or to any part, of the property subject 
thereto; 

(b) in such manner as to reduce the 
number of, or to limit, the persons or ob- 
jects, or classes of persons or objects, 
to whom or for whose benefit an ap- 
pointment otherwise might be made 
thereunder. 

3. Said persons may covenant or con- 
tract not to exercise such power: 

(a) with respect to a part only of the 
property subject thereto; 

(b) in favor of any persons or ob- 
jects, or classes of persons or objects, 
to whom or for whose benefit an appoint- 
ment otherwise might be made, other 
than a reduced or limited number of per- 
sons or objects, or classes of persons or 
objects. 

4. This act shall apply to powers of ap- 
pointment created by instruments coming 
into operation either before or after this 
act takes effect; provided, that it shall not 
apply where such instrument expressly 
prohibits a release of, or covenant, or con- 
tract not to exercise, such power. 


5. Such deed, covenant or _ contract, 
where the power has been or shall be cre- 
ated by: 

(a) a last will and testament, shall 

be acknowledged in the same manner a. 

conveyances of land, and shall be re- 

corded in the office of the surrogate of 
the county in which such last will and 
testament was admitted to probate, or 
in the office of the register of the pre- 
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rogative court, if such will was admitted 
to probate before the ordinary or a 
vice-ordinary. Said deed, covenant or 
contract, or a copy thereof, shall be filed 
with the fiduciary or fiduciaries under 
said will, if such there be; 

(b) a conveyance recorded in an of- 
fice where conveyances of lands are re- 
corded, shall be acknowledged in the 
same manner as such conveyances, and 
shall be recorded in such office; 

(c) a nontestamentary instrument of 
trust shall be filed with the fiduciary or 
fiduciaries of such trust; 

(d) an unrecorded’ nontestamentary 
instrument containing a power of ap- 
pointment where the property subject to 
the power is not under the control of a 
fiduciary, shall be acknowledged in the 
same manner as conveyances of lands 
and shall be recorded in the office of the 
clerk or register of the county in which 
the donee of the power of appointment 
resides. 

6. This act shall take effect immediately. 


*Bills are now pending in other legislatures. 
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New APC Order Re Enemy 
Property 


Alien Property Custodian Leo T. Crowley 
recently issued General Order No. 20 which 
prohibits the transfer by a fiduciary of any 
property to or for the benefit of an enemy 
country or national unless the APC has 
issued a written consent to such transfer, 
or has filed a written statement in the pro- 
ceeding that he does not represent the de- 
signated national, or, having represented 
such national and been served with a notice 
of proposed payment, 90 days have expired 
without the exercise of any authority by 
the APC with respect to such property. 
This order does not dispense with the re- 
quirement of a liccnse from the Treasury 
pursuant to Executive Order No. 8389. 
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CURRENT FEDERAL TAX NOTES 


PETER GUY EVANS 


Certified Public Accountant: Member of New York Bar; 
Lecturer at Rutgers and Columbia Universities 


Supreme Court Decisions 


AXABILITY of reversionary inter- 

est. Petitioner created an irrevoc- 
able trust, income payable to wife for 
life, and on her death, corpus to be re- 
turned to him if living. The Court held 
that the grantor has neither the form 
nor the substance of control over the re- 
mainder interest and never will, unless 
he outlives his wife and that the gift is 
complete except for value of reversionary 
interest. For gift tax purposes such 
value at date of gift is excluded. Con- 
sequently, for estate tax purposes only 
value of the reversionary interest (if 
determinable at date of death or at op- 
tional valuation date) would be includ- 
ible in the gross estate. Smith v. Shaugh- 
nessy, S. Ct., No. 429, Feb. 15, 1943. 


In companion cases the full value of 
the trusts subject to the possibility of 
reverter was held subject to gift tax 
where it was impossible to approximate 
the reversionary values. Robinette v. 
Helvering and Paumgarten v. Helvering, 
S. Ct., Nos. 499 & 500, Feb. 15, 1943. 


Other Court Decisions 


Insurance exemption allowed estate. 
Where insurance proceeds, no part of 
which was used to pay debts or costs of 
the estate, were payable under four in- 
surance policies to a trust created by tes- 
tator’s will for the benefit of his wife and 
daughter, the Court held that the estate 
is entitled to the benefit of the insurance 
exemption. U.S. v. First. National Bank 
& Trust Company of Minneapolis, C.C.A.- 
8, Feb. 23, 1943. 


Non-taxability of distribution of ac- 
cumulated trust income. Where income 
is added to corpus, a subsequent distribu- 
tion (under 1938 Act) is held not taxable 
to beneficiary. Commissioner v. Shelden, 
C.C.A.-6, Feb. 16, 1943. 

Transfer during life included for es- 
tate tax purposes. Where grantor of a 


trust reserved income for his life, with 
proviso that trustees could invade corpus 
for grantor’s support, the Court held that 
the amount of property passing to re- 
mainderman was taxable under Sec. 302 
(c) Rev. Act of 1926. Brewer v. Hassett, 
U.S.D.C., Mass. Civil-1017, Feb. 24, 1943. 


“Income” certificates are not insurance 
policies. Where decedent owned interest 
income certificates, which passed to oth- 
ers on his death, the Court held such 
contracts, not being insurance policies, 
not entitled to insurance exemption. 
Valiquette v. Commissioner, U.S.D.C., 
S.D. of Ohio, Civil-142, Feb. 6, 1943. 


Division of stock sales gains between 
trusts permitted. Two trusts agreed to 
sell 5,000 shares of X Company Stock 
and to equalize gains in event of sales 
price variations. The Court upheld the 
agreement as a joint transaction (com- 
mon venture) of the two trusts and the 
amounts, after equalization, were treated 
as sales proceeds. In effect, the paying 
trust was allowed a deduction, and the re- 
ceiving trust was taxed for the receipt, 
of the equalizing amount involved. Fidel- 
ity Trust Company, Trustee v. U. S., 
U.S.D.C., W.D. of Penn., Civil-1831. 


Guardian expenses now deductible. 
Under retroactive provisions of the 1942 
Act, the Court allowed a deduction for 
payment of guardianship expenses (com- 
pensation of guardians, commissions, 
legal fees, and court costs) as approved 
by the Probate Court for 1937, the year 
in which majority was attained. W. C. 
Spear v. Gagne, U.S.D.C., D. of N. H., 
Civil-139. 


Beneficiary not taxed on estate income 


(old law). Income of an estate for 1937 
(final year) was reported by the estate 
and the distributions made to the bene- 
ficiary were held (under old law) to be 
non-taxable distributions out of princi- 
pal. (NOTE: Under existing law income 
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of an estate or trust which becomes pay- 
able within the taxable year is taxable to 
the beneficiary rather than the fidu- 
ciary.) Norris v. Glenn, U.S.D.C., W.D. 
of Ky., 424, Feb. 9, 1943. 

Joint bank funds taxable though with- 
drawn. Where monies were deposited in 
joint bank account by husband, and were 
withdrawn by wife three days before 
husband’s death, while he was in coma, 
and deposited in her own account, same 
are includible in husband’s estate tax re- 
turn. Grant v. Commissioner, 1 T.C. 97, 
Mar. 9, 1943. 

Collection of excess of estate’s claim 
taxable income. Claim valued at $2x as 
of date of decedent’s death, settled by 
executors for $38x. The Court held the 
difference to be income to the estate 
and not a capital gain since no sale or 
exchange occurred. Estate of J. W. Her- 
bert, Memo. T.C., Mar. 4, 1943. 


Transferee liable for decedent’s taxes. 
Where transfer of insurance proceeds (to 
widow) left estate insolvent, so that state 
and federal income taxes could not be 
paid by the estate, the Court held the 
widow liable as transferee. Kieferdorf 
v. Commissioner, 1 T.C. 104, Mar. 16, 
1943. 


Incompetent subject to gift tax. State 
Court directed the guardian of incom- 
petent’s estate to pay monies for support 
of her adult daughters. Under the state 
law, mother under legal duty to support 
indigent children. Accordingly such 
payments are subject to the gift tax. 
A. H. Lester, Memo. T.C., Mar. 10, 19438. 
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Bequest to executor exempt. Tax Court 
held that where will provided for a $25,- 
000 bequest, in lieu of commissions as 
fiduciary, same was not includible as com- 
pensation in gross income. Smith v. 
Gould, Memo. T.C., Mar. 16, 1943. 


Rulings 


T.D. 5233 amends Regs. 86, 94, 101, 
and 103, to reflect new Sec. 134 of 1942 
Rev. Act, which allows beneficiary retro- 
actively OPTIONALLY to report income 
received by him from estates, which in- 
come was accrued and taxed in the final 
income tax return of decedent (to over- 
come Supreme Court Decision of En- 
right, 312 U. S. 636). Refund is allow- 
able on decedent’s final income tax re- 
turn, if beneficiaries so report. 


T.D. 5239, 72 typed pages, covers Secs. 
401 to 415, 1942 Act, Regs. 105, Estate 
Tax in full, including H.J.R. 365 on sur- 
render of powers of appointment. 


T.D. 5241, covers Secs. 451 to 458, 1942 
Act, Gift Tax Regs. 79. 


T.D. 5248 covering Estate Tax, elimin- 
ates the last paragraph of Art. 16, Regs. 
80, and Sec. 81.16, Regs. 105. 


Tax Return Figures 


Statistics from the preliminary report, 
Statistics of Income for 1941, Part 1, com- 
piled from individual income tax returns 
and taxable fiduciary income tax returns 
for 1941, filed in the period January 
through June, 1942, and prepared under 
the direction of Commissioner of Internal 
Revenue Guy T. Helvering, show that the 
total number of returns filed is 25,618,013, 
of which 15,477,996 are individual returns, 
Form 1040; and 10,057,299, are the optional 
form, Form 1040A, filed by individuals with 
certain gross incomes of $3,000 or less; and 
82,718 are taxable fiduciary returns, Form 
1041. 


The total net income reported is $58,862,- 
154,484 and total tax is $3,892,410,074. 


There are 17,417,215 taxable returns of 
which 17,416,919 show net income of $45,- 
986,130,727, and 296 show deficit of $7,- 
557,945, owing to net long-term capital loss 
but with $2,303,376 alternative tax. 
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REORGANIZATION OF TAX SYSTEM OUTLINED 


EJECTING centralization of taxing 

power in the Federal Government as 
a solution to the problem of overlapping 
Federal, State and local taxation, the 
Committee on Inter-Governmental Fiscal 
Relations after two years of study has 
recommended “coordination and coopera- 
tion” to Secretary Morgenthau as the 
preferable approach. To make for “co- 
ordination and cooperation rather than 
subordination and coercion,” the com- 
mittee recommended creation of a Fed- 
eral-State fiscal authority to act as a nuc- 
leus for development of a program of co- 
operation. It would have a budget of 
$150,000 to $200,000 a year, financed half 
by the States and half by the Federal 
Government. 


Major recommendations of the study, 
believed to be the most comprehensive of 
its kind in the country’s history, included 
the following: 


1. Relaxing emphasis upon business 
taxes: “Private enterprise should be en- 
couraged, not hampered, in carrying as 
large a share of the future of the eco- 
nomic load as its performance will jus- 
tify.” Federal incorporation of inter- 
state corporations was recommended in 
this connection. 


2. Remodeling of the real estate tax. 
This would involve shifting the emphasis 
of the land tax to ability to pay, from 
“real estate to current income.” Unused 
properties might be exempt. 


3. Coordination of Federal and State 
income taxation: Such possibilities as 
joint State-Federal return, joint audits, 
joint use of personnel and more uniform 
laws. 


The committee also recommended the 
following for Federal action: 


Amend the income tax law to make 
State income taxes deductible on an ac- 
crual basis, even though other expenses 
are reported on a cash basis. 


Revise, modernize and broaden the 
death tax credit. 


Give the Federal estate tax a thorough 
overhauling, integrating death and gift 
taxes, substantially reducing exemption, 
and coordinating the Federal and State 
taxes. 


Eliminate tax-exempt securities in a 
manner to secure States and municipali- 
ties against loss arising from the taxabil- 
ity of their securities. 


Defeat discrimination resulting from 
State community property laws by pro- 
viding that they shall not apply in the 
operation of Federal tax laws. 


Pay more heed to cost of compliance. 
in framing tax laws. 


Reduce repressiveness of the tax sys- 
tem by “‘de-emphasizing” business taxes . 
and by equalizing burden upon equity- 
financed companies compared with those 
financed by means of _ indebtedness 
(through a partial credit to the corpora- 
tion for dividends paid out). 


Broaden the Social Security program 
to include uncovered groups under old- 
age insurance and unemployment com- 
pensation. 


The committee was set up by Dr. 
Luther Gulick, director of the Institute 
of Public Administration, New York. 
Dr. Harold M. Groves of the University 
of Wisconsin acted as “chief of staff’ for 
the committee. Dr. Mabel Newcomer, 
Professor of Economics at Vassar Col- 
lege, is the third member of the com- 
mittee. 


Trust services in keeping 
with the character and 
standing of Virginia’s 
largest and Richmond’s 
oldest bank—established 
1865. 


First AND MERCHANTS 
National Bank of Richmond 
Member Federal Deposit Insurance Corporation 





Bars Deferment of Foreign 
Estate Tax 


Governor Dewey of New York has vetoed 
a bill which would have deferred the State 
estate tax on property outside the United 
States whose fair value cannot by reason 
of the war be ascertained. The tax would 
have accrued when the property actually 
came into possession. In vetoing the 
measure, the Governor said: 


“Some of the objects of the bill are high- 
ly desirable. Some of its objects, however, 
may be achieved administratively. Others 
should await prior action by the Federal 
Government with regard to Federal estate 
taxes. It would lead to confusion, and 
jeopardize unnecessarily, the State’s rev- 
enues if the State should first act without 
being in accord with Federal estate tax pro- 
cedure. An undesirable feature of the bill 
permits an executor to avoid paying taxes 
on foreign assets until they come into his 
actual possession, although the other assets 
are ample to pay the full tax due. It is 
with some regret that I disapprove this 
bill.” 


Tax Litigation Figures 


Open at random any recent volume of the 
Federal Reporter and the odds are roughly 
one to five that you will put your finger on 
a tax opinion. Turn to the Supreme Court 
reports, and the odds would be roughly one 
to seven. In other words, approximately 
one out of every seven civil cases considered 
by the Supreme Court presents a federal 
tax question. Approximately one out of 
every five civil cases argued and decided in 
the Circuit Courts of Appeals is a federal 
tax case handled by the Tax Division. And 
some federal courts have a much larger con- 
centration of these cases. For the fiscal 
year 1942, this litigation constituted 39% 
of the total civil cases in the First Circuit, 
35% in the Second Circuit, and no less than 
47% in the Third Circuit. On the average, 
a total of approximately 6,000 tax cases is 
handled by our office each year. The in- 
evitable effect of the emergency and war 
revenue measures, beginning with the 1940 
Acts, will be to swell this flow of tax cases. 

Sometimes cases arise where we think 
the individuals involved are simply trying 
to use technicalities to beat the Government 
out of money justly and fairly owed. There 
are the cases, for example, where family 
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trusts or personal holding companies have 
been formed for the ostensible purpose of 
avoiding surtaxes, and we urge that the 
trust or corporate income should continue 
to be taxed to the settlor or the sole stock- 
holder. 

But in a far larger percentage of the 
cases, the controversies are based upon rea- 
sonable differences of opinion as to the 
proper impact of the statute. Indeed, from 
the Government’s standpoint, we have often 
welcomed litigation on particular issues. 
The uncertainties in a given situation make 
a judicial determination helpful and fre- 
quently essential as a guide for the admin- 
istration of the statute and the drafting of 
regulations or new statutory enactments. 

Samuel O. Clark, Jr., Asst. Attorney 
General of U. S., before Federal Bar 
Assn. 


Stock Transfer Tax Ruling 


New York Attorney General Goldstein 
has reversed a 1936 ruling by his predeces- 
sor concerning stock transfer taxes in cases 
where a non-resident owning corporate 
stock makes an agreement to sell the stock 
to a resident of the state and the shares 
are shipped from outside the state to a 
bank in the state with sight draft attached. 
The A. G. holds that: 


Sections 270 and 270-a of the Tax Law 
do not impose a tax upon the sale or de- 
livery of stock where the agreement to sell 
is made outside the state and the certifi- 
cates of stock are either deposited in the 
mail or delivered to a common carrier out- 
side the state for transmission into the state 
to the purchaser, upon condition that pay- 
ment be made before the certificates are 
released to the purchaser, or are shipped 
with sight draft attached from outside the 
state by mail or common carrier to a bank 
within the state for delivery to the pur- 
chaser. 


+ 
Money Includes Investments 


The English House of Lords recently 
overruled a principle of will construction 
which had prevailed for over 200 years to 
the effect that the term “money” used in 
a will did not include investments. A wo- 
man had drawn her own will leaving to 
her nephews and nieces “all the money” 
which she possessed. The Lords held that 
it was her intention to bequeath the invest- 
ments in her estate as well. 
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RECENT STATE LEGISLATION AFFECTING 
FIDUCIARIES 7 


Arizona 


H.B. 156: Exempts from death tax trans- 
fer of intangibles, whether in trust or other- 
wise, and however used or held, by a person 
or by reason of the death of a person not 
domiciled in this State at time of his death. 


Arkansas 


Act 21: Letters testamentary, of trustee- 
ship, and of administration may not be 
granted to non-resident of State or County 
of decedent, unless court is of opinion that 
it is for best interest of estate or if a major- 
ity of beneficiaries petition the court to ex- 
ercise its discretion. 


California 


Ch. 51: Settles for this State the question 
of the disposition of U. S. Savings Bonds 
and other Federal obligations registered in 
names of two persons as co-owners or own- 
er and beneficiary, by providing that sur- 
viving co-owner or beneficiary is entitled to 
the bonds rather than the estate of the dece- 
dent, unless Federal law provides other- 
wise. The Act states that it is not intended 
that the law was different prior to its pas- 
sage. 

Ch. 33: Provides for substitution of fidu- 
ciaries in wartime. Prepared by a California 
Trust Division committee of which Walter 
L. Nossaman of Los Angeles was chairman, 
this is probably the most comprehensive 
statute on this vital subject. The law speci- 
fically covers “consultants” within its scope 
and contains a broad definition of “war ser- 
vice.” The appropriate court may appoint 
a substitute fiduciary upon petition of any 
fiduciary or person interested in estate or 
trust, upon specified notice. Court may re- 
quire accounting by fiduciary in war ser- 
vice. Returning fiduciary is entitled to rein- 
statement if estate or trust has not been 
closed. Court not required to appoint sub- 
stitute if another qualified fiduciary re- 
mains, unless the latter has a vested or con- 
tingent interest in income or principal of 
trust. Substitute or returning fiduciary 
shall have no responsibility for acts of pre- 
decessor. 

With court approval, fiduciary engaged in 
war service may delegate his powers to co- 
fiduciary. But same limitation as to remain- 
ing fiduciary having an interest in trust ap- 
plies, as does restriction, here as well as 
above, that powers purely personal to fidu- 


ciary may not be transferred or delegated. 
Fiduciary has no responsibility for acts of 
delegate. 

Consultant may delegate powers to co- 
consultant or to trustees, and if not court 
may confer his functions on another. 
provision as above as to responsibility. 


Same 


Georgia 


S.B. 142: Authorizes establishment of 
common trust funds. (See article by James 
C. Shelor in this issue). 


S.B. 84: Permits triennial intermediate 
accountings by executors, trustees, and other 
fiduciaries, to obtain clearance on acts up - 
to date of account. Service on contingent 
remaindermen may be dispensed with. 


S.B. 110: Provides for suspension of fidu- 
ciaries engaged in war service which is 
broadly defined. Remaining fiduciary or 
any person interested in estate or trust may 
petition appropriate court for appointment 
of a new fiduciary upon such notice as court 
may direct. The judge may appoint a suc- 
cessor if upon suspension of the powers of 
the fiduciary in war service there is no fidu- 
ciary remaining to exercise them, and au- 
thorize reasonable compensation for suc- 
cessor. He may vest title in co-fiduciary. 
The successor or returning fiduciary shall 
have no responsibility for the acts of his 
predecessor or co-fiduciary. 

H.B. 182: Permits executor offering will 
for probate to charge expenses of litigation 
to estate even though will is set aside. 

S.B. 81: Amends act relating to recorda- 
tion of mortgage and other liens, to permit 
trustees under a mortgage to make the affi- 
davit to continue the record in force. 


Idaho 


Ch. 19: Reduces period for filing credit- 
ors’ claims from six to four months after 
first publication of notice. 

Ch, 157: Provides for distribution of local 
assets or proceeds of real estate sale to 
domiciliary personal representative of non- 
resident decedent. 

Ch. 83: Adopts Uniform Simultaneous 
Death Act. 


Indiana 


H.B. 105: Revises permissible period for 
accumulations so that now a direction to 
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accumulate is valid if it is to begin within 
the time permitted for the vesting of future 
interests and not to extend beyond the pe- 
riod limiting the time within which the abso- 
lute power of alienation of property may be 
suspended. Court may order use of ac- 
cumulated income for support or education. 
Act applies to accumulations before or after 
its passage. 


H.B. 254: Authorizes guardians to enter 
into option contracts with respect to mining 
lands owned by their estates. Court proce- 
dure is set forth. 


H.B. 253: Authorizes executors, adminis- 
trators and guardians to execute mining 
leases upon lands owned by their estates. 
Provides court procedure. 


S.B. 160: Authorizes fiduciaries to invest 
in life, endowment or annuity contracts of 
legal reserve life insurance companies li- 
censed to do business in the State. How- 
ever, executor must have specific authoriza- 
tion in the will, while guardians and trus- 
tees must obtain court approval. Also 
authorizes fiduciaries to invest in shares 
of Federal Savings & Loan Associations. 


1894 


MARYLAND 


TRUST COMPANY 
BALTIMORE 


Federal Reserve System 
Since 1917 
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S.B. 32: Provides for reappraisal of de- 
cedent’s personal property where it is shown 
to be over- or under-valued. 

S.B. 41: Provides for notice of sale of de- 
cedent’s real estate. 


Maine 


Ch. 4: In providing for sale of decedent’s 
real property to pay debts, statute declares 
that executor (or administrator) shall pay 
to surviving spouse, in lieu of one-third in- 
terest therein which would descend to 
spouse, one-third of proceeds of sale. 


Michigan 


S.B. 233: Provides that an agency is not 
to be terminated by death of principal while 
member of armed forces, for duration of 
war and one year thereafter, or until actual 
proof of his death, or happening of event 
which terminates agency by operation of 
law. 

H.B. 285: Provides for suspension of pow- 
ers of trustees engaged in war services and 
appointment of substitute trustee or exer- 
cise of duties by co-trustees until original 
fiduciary returns from war service. 

H.B. 286: Deals with suspension of other 
fiduciaries in war service and other matters 
arising out of war which affect administra- 
tion of estates. 


Minnesota 


Ch. 197: Permits fiduciaries to invest in 
Dominion of Canada securities backed by 
the Dominion and payable in the United 
States in United States dollars. 


Montana 


Ch. 118: Confirms right of survivorship 
in conveyances of real property in joint ten- 
ancy or tenancy by entirety. 

Ch. 187: Ratifies admission to probate of 
foreign wills without notice of hearing. 

Ch. 146: Permits fiduciaries of whom a 
bond is required to agree with surety to de- 
posit assets in a bank or trust company. 


New Jersey 


S.B. 52: Provides procedure for release of 
powers of appointment (see full text of 
statute elsewhere in this section). 

A.B. 125: Confirms titles to real estate 
conveyed by fiduciaries or devisees of a de- 
cedent whose will was admitted to probate 
in another State prior to 1900 and not pro- 
bated in New Jersey, provided copies of will 
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and decree are filed here and will was exe- 
cuted in conformity with New Jersey law. 

A.B. 154: Amends act which required 
State Tax Commissioner to withhold con- 
sents to transfer of assets of New Jersey 
decedent on whose estate letters testamen- 
tary or of administration were originally 
granted in a foreign jurisdiction, to give 
Commissioner discretion to issue consents 
where withholding issuance would jeopar- 
dize collection of inheritance taxes payable 
to New Jersey. 

Ch. 335 (Laws 1942): Permits New Jer- 
sey probate of will of non-resident who dies 
leaving property in New Jersey, provided 
no probate proceedings have been brought 
in domiciliary State. 


New York 


Ch. 83: Simplifies stock transfer stamp 
tax procedure. 


Ch. 273: 
come tax. 

Ch. 274: Allows 5-year carry over for 
net capital losses in connection with income 
tax. 

(A number of other measures are before 
the Governor, including a bill on trustee’s 
fees—see p. 264, March issue, and a bill to 
modify the rules applicable to common trust 
funds—see p. 351, this issue.) 


North Dakota 


H.B. 38: Governs descent of real estate 
and homestead estate... 

H.B. 166: Provides that decedent’s em- 
ployer may pay his spouse up to $400 for 
wages due decedent without necessity of ad- 
ministration. 


Exempts military pay from in- 


South Dakota 


H.B. 233: Extends adopted child’s right 
of inheritance to include inheritance from 
collateral and lineal heirs of person adopt- 
ing. 

S.B. 17: Adopts Uniform Trusts Act. 

H.B. 16: Adopts Uniform Fiduciaries Act. 


The State income tax law has been re- 
pealed. 


Wyoming 


Ch. 105: Reduces period for filing cred- 
itors’ claims from ten to four months after 
publication of notice, which must now be 
made for three weeks instead of four. Exe- 
cutor or administrator must make inventory 
for court within one month after appoint- 
ment, formerly two months. 


Collection Department 


The West’s Largest 
Trust Company 


Member Federal Reserve System 
Member Federal Deposit Insurance Corporation 


Continuing Power of Attorney 


The following clause is being used by a 
leading lawyer to overcome the rule that 
death terminates a power of attorney: 


“T covenant and agree that if my said 
attorney shall act under this power after 
it has been terminated by my death or 
other incapacity but before he learns of 
such termination he shall not be liable to 
me or to my estate for any loss or damage 
which may result from the fact that his 
authority had terminated; and if he suf- 
fers any loss or damage thereby I or my 
estate shall indemnify him. Further, if 
before learning of such termination he 
shall have entered into any transaction in 
my behalf which would have been binding 
on me had the agency been still in force, 
I or my estate will ratify or perform the 
same in the same manner as if the agency 
had not been terminated. Uncertainty as 
to the fact of such termination shall be 
equivalent to lack of knowledge concerning 
5” 
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Decisions 
LEGAL CONTRIBUTING EDITORS 


Digests of the current decisions affecting fiduciaries, published in the follow- 
ing pages, were selected and reported by these attorneys, for their respective 


jurisdictions: 


CALIFORNIA: Walter L. Nossaman—Brady & Nossaman, Los Angeles 
MINNESOTA: James E. Dorsey—Fletcher, Dorsey, Barker, Colman & Barber, Minne- 


apolis 


NEBRASKA: Frank D. Williams—Hall, Cline & Williams, Lincoln 

NEW JERSEY: Samuel J. Foosaner—Counsellor-at-law, Newark 

NEW YORK: Joseph Trachtman—Attorney-at-law, New York City 
PENNSYLVANIA: Raymond M. Remick—Saul, Ewing, Remick & Harrison, Philadel- 


phia 


WISCONSIN: Ralph M. Hoyt—Shea & Hoyt, Milwaukee 


The complete roster of editors appears in July and January. 


Assets — Administration — U. S. Sav- 
ings Bonds Become Property of Bene- 
ficiary on Death of Owner 


New Jersey—Court of Chancery 
Franklin-Washington Trust Company v. Beltram, 
133 N. J. Eq. 11. 


Decedent purchased certain U. S. Sav- 
ings Bonds which were all registered in her 
name as sole owner, 
death to her children. Decedent retained 
possession of the bonds during her life- 
time. At her death a question arose as to 
whether the bonds belonged to the children, 
or formed a part of decedent’s estate. 

HELD: Under Article I, Section 8, 
Clause 2 of the United States Constitution, 
the Secretary of the Treasury is empower- 
ed to issue Savings Bonds in conformity 
with the terms prescribed by him as a 
valid exercise of constitutional power “to 
borrow money on the credit of the United 
States.” Such authority includes the pow- 
er to fix the terms of the Government’s ob- 
ligation. State laws cannot change the 
terms of federal obligations or vary their 
enforceability. The Treasury Regulations 
in force in January, 1942, at the time the 
bonds were registered in the decedent’s 
name and her children were designated as 
beneficiaries, provided that where the 
registered owner dies “without having pre- 
sented and surrendered the bond for pay- 
ment to a Federal Reserve Bank or the 
Treasury Department, and is survived by 
the beneficiary, upon proof of such death 
and survivorship the beneficiary will be 
recognized by the Treasury Department as 
the sole and absolute owner of the 
bond ***,” 


payable upon her. 


The rights of the beneficiary arise out of 
a contract made between the purchaser of 
the bond and the Government, and no New 
Jersey statute or policy exists forbidding 
the carrying out of such contract. Since 
this is true, and since the contract is not 
testamentary in character, upon the death 
of the registered owner the beneficiary be- 
comes the sole and absolute owner of the 
property. 


—_——_——0 


Compen-ction — Contract for Contin- 
gent Fee With Beneficiary of Spend- 
thrift Trust For Work In Connection 
With Trust Is Invalid 


Minnesota—Supreme Court 
Hursch v. Lee, decided March 19, 1943. 


Appellant, an attorney, was employed by 
C to draw his will, in which a spendthrift 
trust was set up naming his two children, 
Ruth Lee and Grover Clemmings, as bene- 
ficiaries. M Company, Grover Clemmings, 
and Ruth Lee’s husband were appointed 
trustees. A depreciation reserve account 
was set up in which over $25,000 had ac- 
cumulated up to the time of Ruth Lee’s 
death. In 1934, M Company resigned, and 
appellant was appointed as-trustee. In 1936, 
appellant entered into a written agreement 
with Grover Clemmings and Ruth Lee, 
whereby appellant agreed to investigate 
the trust to determine the amount, if any, 
which was due and unpaid to the beneficiar- 
ies; in return for this service, appellant 
was to receive one-third of whatever 
amount may be found to be still due. In 
1938, Ruth Lee died; Mr. Lee, one of the 
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trustees, was appointed administrator of 
her estate. In 1940, appellant obtained a 
court order authorizing transfer of the de- 
preciation reserve account to Clemmings and 
the estate of Ruth Lee. Later that year, 
Mr. Lee, administrator, called to receive the 
share of the depreciation reserve account 
due the estate of Ruth Lee. Not until then 
did he learn of appellant’s agreement with 
the beneficiaries. Appellant withheld one- 
third of the amount due the estate of Ruth 
Lee, whereupon Lee, administrator, obtain- 
ed an order for appellant to turn over his 
alleged compensation for services in the in- 
vestigation of the trust. 


HELD: The agreement between appel- 
lant and the beneficiaries was in violation 
of the spendthrift clause which prohibits 
the assigning or encumbering of the bene- 
ficiary’s interest in the estate or income 
prior to the distribution thereof. Because 
the fiduciary character of the trustee’s po- 
sition precludes him from taking any ad- 
vantage of his influence as trustee or us- 
ing any information acquired by reason of 
his trust for purposes of private gain, 
equity will scrutinize transactions between 
a trustee and a beneficiary. Under this 
rule and the facts presented here, the court 
held that appellant-trustee did not act in 
good faith. In effect, appellant was claim- 
ing compensation as an attorney for ser- 
vices he was bound to perform as a trustee. 
Nor can appellant recover on a quantum 
meruit basis because an attorney at law or 
trustee unfaithful in the performance of a 
fiduciary duty forfeits his right to com- 
pensation. Furthermore, no ratification of 
this contract was possible without full dis- 
closure of all material facts. 


a 


Distribution —- Advancements Express- 
ly Forgiven by Terms of the Will 


Minnesota—Supreme Court 
In re Staples’ Estate, 8 N. W. (2d) 45. 


At a time previous to the execution of 
her will, testator had loaned $4,000 to each 
of her two sons, later cancelled the indebt- 
edness in return for an agreement signed 
by each son that the $4,000 was to be con- 
sidered an advancement from the testator’s 
estate. Later her will was made, which 
provided (1) for a gift of $4,000 to each of 
her two daughters; and (2) a division of 
the remainder of her estate to her two 
daughters and three sons, share and share 
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alike. In paragraph 5 of testator’s will, 
the following is found: 


“My other children *** have heretofore been 
paid *** benefits which have not been paid *** 
(to my two daughters), which may serve to ex- 
plain the provisions for them by this my Last 
Will and Testament.” 


Appellants, the two daughters, claim that 
testator had not by this language forgiven 
the advancements to the sons; and if the 
will did vitiate the previous advancement 
agreements it did so through inadvertence. 
On appeal from District Court, which af- 
firmed probate court, allowing the sons to 
share equally in the residue, 


HELD: Paragraph 5 clearly manifested 
testator’s intent to equalize specific distri- 
butions to her children, to forgive the ad- 
vancements made to her sons, and to per- 
mit all children to share equally in the 
residue of her estate. This case is distin- 
guished from Kragness vs. Kragness, 125, 
Minn, 115, 145 NW 785, and Mason’s Stat., 
1940 Supp., Sec. 8992-127, providing that 
gifts to an heir, made during the life of 
an intestate, shall be deemed as advance- 
ments and treated as part of the estate of 
the intestate in the distribution of the same. 
No evidence of inadvertence appears in the 
will. Further,’ Mason’s Stat. 1940 Supp. 
Sec. 8992-115, relating to cases where a 
debt, while barred by the Statute of Limita- 
tions, has not otherwise been cancelled or 
forgiven, has no application in this case, 
where the debts were expressly cancelled 
and forgiven. 


a 


Distribution — Death of Remainderman 
Before Life Tenant 


Wisconsin—Supreme Court 


Will of Reimers, 7 N. W. (2d) 857, decided Feb. 9, 
1943. 


The will of the testator gave the proper- 
ty to his widow for life, with provision that 
upon her death the property should “de- 
scend” to his son and daughter, “the child 
or children of any deceased child to have 
the share or portion which his or her par- 
ents would have taken if living.” The 
daughter died without issue while the testa- 
tor’s widow was still living, and the son 
claimed the whole estate at the widow’s 
death. The husband and sole heir of the 
daughter claimed one-half of the estate on 
the theory that his wife’s share had vested 
as of the date of the testator’s death. 
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HELD: The law favors early vesting 
unless a contrary intention is clearly man- 
ifested.. The provision in the will that the 
property shall “descend” to the children up- 
on the death of the life tenant does not 
indicate an intent that vesting shall be 
postponed until that time; the language is 
entirely consistent with an intent to post- 
pone merely the enjoyment of a vested in- 
terest in one-half of the estate as of the 
date of the testator’s death, and her share 
passed at her death to her husband as her 
sole heir. 

SS 


Distribution — Widow's Allowance For 
Maintenance — Effect of Death 


Nebraska—Supreme Court 
In re Samson’s Estate, 7 N. W. (2d) 60. 


Pending an appeal from an order of the 
probate court denying the widow an allow- 
ance for support and maintenance pending 
administration of the estate, the widow died. 
Her representative attempted to revive the 
application on appeal. 

HELD: The widow’s claim abated on 
her death and was not of a nature which 
survived. The court follows the rule in 
Massachusetts, Illinois, New Jersey, Cali- 
fornia and other states. 

en 


Distribution — Withholding Trust In- 
come to Satisfy Beneficiary’s Debt to 
Testator 


New York—Court of Appeals 
Matter of Chamberlin, decided Jan. 14, 1943. 


The Will created a trust for the testator’s 
son which was by the New York statutes 
a spendthrift trust, giving him the income 
with a proviso that upon the exhaustion of 
another trust fund created for the benefit 
of the son by his father, the son should 
become entitled to a fixed sum per month 
payable out of both income and principal. 
After making the Will, the testator made 
loans to the son aggregating $6,000, taking 
his promissory notes for that amount. There 
was uncontradicted evidence that the testa- 
tor in the presence of the son stated that 
she did not want the son to pay the notes; 
and the testator signed and placed in her 
safe a memorandum directed to her attor- 
neys directing the destruction of the son’s 
notes, which were held by the attorneys, 
before anything was done towards the set- 
tlement of the estate. The executor and 
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trustee included the notes as estate assets 
and asked that it be directed to retain the 
income and principal payments otherwise 
due to the son until the total of such re- 
tained income and principal equalled the 
indebtedness plus interest. 

HELD: The annuity provided for in the 
Will should be paid free of any charge for 
the repayment of the indebtedness. 


The memorandum was not a valid release 
of the notes; intention may not be read 
into the Will to forgive indebtedness which 
was not in existence and not in the testa- 
tor’s contemplation when the Will was sign- 
ed. However, the executor may not satisfy 
out of the principal of the trust an indebt- 
edness owed to the testator by the life bene- 
ficiary. Although the annuity payments 
were transferable and subject to execution, 
it does not follow that the trustee may re- 
tain them to satisfy the indebtedness owed 
to the testator by the beneficiary; the New 
York statutes restrict testamentary power 
to make gifts which are not to be subject 
to the beneficiary’s debts, but no public 
policy or statute imposes similar restraints 
on the power of a testator to provide for 
the support of a beneficiary without deduc- 
tion for the payment of a debt owed by 
the beneficiary to the testator; the inten- 
tion to provide for the son’s support is im- 
plied in the Will as clearly as if it had 
been stated in express terms, since there 
was a spendthrift trust plus a direction to 
pay over principal because of the testator’s 
realization that the income might be insuf- 
ficient; and technical distinctions between 
the rights of the beneficiary of an express 
trust and the rights of an annuitant should © 
not cloud the clear intent of the testator. 


The Court assumed, but did not decide, 
that in the absence of a clear intention such 
as that in the instant case, a trustee would 
be required to retain annuity payments un- 
til the indebtedness was paid. 

Se 


Insurance — Liability & Property — 
Fiduciary Entitled to Reimbursement 
from Estate for Premiums 


Pennsylvania—Orphans’ Court of Berks County 


Estate of Debbie D. Reiff, decided Feb. 27, 1943. 


The question raised here involves the 
right of the trustee to reimbursement out 
of the estate for premiums paid for public 
liability insurance. The policy was issued 





LAW AND TAXES 


to Berks County Trust Company and/or 
Colonial-Berks Real Estate Company, as 
‘Owner, Agent, Trustee, Administrator or 
Executor.’ 


The auditing judge found that the pro- 
tection of the policy is accorded the estate 
and the property of the estate, on the one 
hand, and the fiduciary on the other; the 
trustee was entitled to credit in so far as 
the insurance was against the natural haz- 
ards arising out of the ownership of the 
property, but not to-credit for expenditures 
made for protection against the neglect or 
torts of himself and his representatives. 


Exceptions by the trustee were filed, ad- 
ditional testimony was submitted. The ex- 
ceptant showed that the policies held were 
of a standard type; that no policies insur- 
ing the trust against any liability eventual- 
ly falling upon the trust, to the exclusion 
of the personal liability of the trustee and 
limited to him, were known or obtainable. 
The officer of the insurer in charge of un- 
derwriting testified that the cost of a spe- 
cial contract insuring against the ultimate 
liability of the estate, or the liability of 
the estate for reimbursement, alone would 
far exceed the cost of the contract in ques- 
tion. 


HELD: Exceptions sustained and credits 
allowed. Citing Restatement Sec. 264, the 
court stated that although the primary lia- 
bility is that of the fiduciary and not of 
the estate, reimbursement out of the estate 
is permitted and it is against this ultimate 
injury and depletion that the estate should 
be protected. Against that and against 
costs and the burden of defending on suit 
the policy indemnifies the estate. The insur- 
ance was taken in the performance of a 
duty to the trust, at a very modest cost to 
the estate. The mere fact that, incidental- 
ly to the protection of the estate, the 
fiduciary too is given protection, without 
additional cost, should not operate against 
the liability of the estate to pay. 


A loss to the estate would naturally 
affect the income of the life beneficiary and, 
therefore, liability for the premiums rests 
on the life estate. 


NOTE: This is believed to be the first 
decision on this question by any Pennsyl- 
vania court. A recent ruling by the State 
Attorney General was to the same effect. 
See Dec. 1942 Trusts and Estates 596. 


—A staff digest 
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Investments — Technical Breach of 


Trust — Personal Liability of Offi- 
cers of Fiduciary 


Pennsylvania—Supreme Court 


Chester-Cambridge Bank d Trust Company v. Sam- 
uel N. Rhodes et al., March 22, 1943. 


This case clearly compares the liability 
of officers of a corporation for non-feas- 
ance as distinguished from malfeasance in 
office. The individuals involved had nego- 
tiated a perfectly good first mortgage on 
real estate for which the bank was to ad- 
vance the funds as a temporary loan pend- 
ing the consummation of a plan by the 
real owners to raze the buildings and im- 
prove the property with a large apartment, 
which proved impossible because of the 
financial depression. Two years later, 
without the knowledge of the individuals, 
one of whom was a vice-president of the 
trust company, the latter transferred the 
mortgage to a mortgage pool from which 
investments were made by trust estates by 
way of participation certificates. On de- 
fault in the mortgage, the court below held 
the individuals involved liable. 


HELD: Reversed. The court said: 

“We shall assume, but not decide, that 
the transfer itself constituted a technical 
breach of trust. There was nothing unlaw- 
ful or improper in the initial transaction. 
Samuel Rhodes and his father did not re- 
quest the transfer to the mortgage pool, 
take any part in it, had no actual knowl- 
edge concerning it, and derived no benefit 
thereby. The transfer was made by other 
officers and employees of the corporation 
entrusted with the duty of supervising trust 
investments. It was reported to a finance 
committee of which Samuel Rhodes was not 
a member and upon which Frank Rhodes 
did not sit. The report of the trust officer 
to the Board of Directors did not identify 
any mortgages transferred to the pool. 


“The court below decided that these two 
men, as officers, should have known of the 
transfer. It assumed that the transaction 
could not have occurred without their 
knowledge and consent. This assumption 
is clearly contrary to the plain facts in 
the record. At the most, they are charged 
with nonfeasance, and not with misfeasance 
or malfeasance. 


“A director or officer of a corporation 
may have personal liability for damage 
suffered by third persons when he know- 
ingly participates in a wrongful act. But 
where, as in this case, directors or officers 
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are charged with nonfeasance, no individ- 
ual liability attaches. 

“The fact that Frank Rhodes was pres- 
ident of the corporation, and, as_ such, 
charged with general supervision of its af- 
fairs, does not serve to make him liable for 
the misconduct of other officers merely by 
virtue of his office. 

“Plaintiffs have cited Section 326 of the 
Restatement of Trusts. It is sufficient for 
the present case to point out that neither 
Frank nor Samuel Rhodes had notice of the 
technical breach of trust resulting from 
the transfer of the mortgage to the pool, 
and that neither participated in it. Under 
such circumstances, and under the rule of 
our cases relating to the responsibility of 
corporate officers and directors, they are 
not subject to individual liability to plain- 
tiffs.” 

—_——_—__ 9. 


Life Tenant & Remainderman — Appor- 
tionment from Salvage Operations — 
Rule Distinguished as Between Mort- 
gages and Decedent-owned Real Es- 
tate 


Pennsylvania—Supreme Court 


Crozer’s Estate, January Term, 1943, No. 45. March 
22, 1943. 


In this, the fourth appearance of this es- 
tate before the Supreme Court, there were 
involved the difficulties encountered by fi- 
duciaries in the allocation as between prin- 
cipal and income of the proceeds of the sale 
of real estate as distinguished from that 
acquired by the foreclosure of a mortgage 
owned by the decedent as against that which 
the decedent owned at the time of his 
death. In clarifying the situation and in- 
dicating the method of procedure which 
should be followed under each set of cir- 
cumstances, the Supreme Court, in revers- 
ing the court below, said: 


- “Certain portions of the real estate 
which have heretofore been sold, and cer- 
tain other portions which are retained, 
were derived by the trustees from fore- 
closure of mortgages. Other real estate is 
what has been designated as ‘decedent 
owned’. Since 1927 an income deficit has 
accumulated, because of the carrying 
charges on various pieces of unimproved 
real estate. The learned auditing judge, 
considering the life tenants entitled to re- 
lief, ‘re-allocated’ from principal to income 
the proceeds from the sale of a portion 
of real estate acquired on foreclosure, ap- 
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pearing as principal in the supplemental 
account for 1937 and 1938. Proceeds from 
the sale of a piece of decedent-owned real 
estate allocated to principal in the same 
supplemental account, were similarly ‘re- 
allocated’ to income. The auditing judge 
also directed that proceeds from the sale 
of another decedent-owned property appear- 
ing in the fourth account, should be re- 
allocated from principal to income. The 
reason assigned was that the proceeds were 
received ‘within the five-year period within 
which an adjudication may be reconsider- 
ed.’ All of the prior adjudications had 
been confirmed absolutely, and no petitions 
for review were granted. Furthermore, 
the auditing judge appears to have con- 
cluded that fifty percent of all future sales 
of real estate should be allocated to income 
until the overdraft be reduced by one-half. 


“We cannot sustain the decree confirm- 
ing the adjudication. An account confirm- 
ed absolutely may not be disturbed, even 
within five years, except by a petition for 
review. It is true that if upon the re- 
audit of the accounts now before us, it be- 
comes necessary to invade principal in aid 
of income, the particular proceeds from 
the sale of real estate in question could be 
used for such purpose, as could any other 
principal in the trust estate. But that is 
quite a different thing from re-allocating, 
without review, principal and income in 
prior accounts, the confirmations of which 
have become absolute. 


“Our principal objection to the decree 


relates to substance. Because some of the 
real estate was obtained through fore- 
closure, the sale thereof involves a salvage 
operation. Nirdlinger’s Estate No. 2, 327 
Pa. 171 (Trust Companies, July 1937, page 
121 and June 1936, page 676), and Nird- 
linger’s Estate, 331 Pa. 135, (Trust Com- 
panies, July 1938, page 121) prescribe the 
precise methods to be adopted for alloca- 
tion of proceeds and carrying charges. 
Where, however, the real estate is ‘decedent 
owned,’ and unproductive, an entirely dif- 
ferent rule prevails. This is prescribed by 
Levy’s Estate, 333 Pa. 440 (modifying 34 
D. & C. 312, Trust Companies, Oct. 1938, 
page 507). In the latter situation, an 
auditing judge has the discretion to deter- 
mine in what proportions the life tenants 
and the remaindermen shall bear the car- 
rying charges. Relief to life tenants may 
be given in advance of sale. Each proper- 
ty, however, must be separately regarded 
and treated. There is nothing in the record 
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which discloses how, or in what circum- 
stances, or with respect to which proper- 
ties, the apportionment of these proceeds 
was made. Appellant is entitled to a sup- 
porting record. 

“It must also be said that if the court’s 
decree was intended directly or indirectly 
now to define the allocation of the proceeds 
of real estate to be followed in future ac- 
counting, it is open to the objection that 
future accounts are not now before the 
court, and therefore, not now subject to 
final disposition in the respect intended.” 

ee 


Powers — Limitations — Perpetuities — 
Settlor’s Reservation Of Power To Al- 
ter Permits Creation of Trust Meas- 
ured By Life Not In Being On Date 
Of Original Trust Instrument 

New York—Supreme Court, New York Co., 
Sp. T. IV 


Bankers Trust Company v. Topping, N.Y.L.J., 
March 27, 1943. 


The settlor reserved power to alter the 
trust but specifically provided that he 
should not have power to make any alter- 
ation in his favor or in favor of his estate. 
The trust originally was measured by the 
lives of two named grandsons. Thereafter, 
when a third grandson was born, the set- 
tlor cancelled the original trust and sub- 
stituted by a new agreement three separ- 
ate trusts for the grandsons respectively. 
Still later the settlor made an amendment 
of such new trusts but still had them 
measured by the lives of the three grand- 
sons. The court considered that the last 
trusts would violate the New York Rule 
against Perpetuities if they had been set 
forth in the original trust agreement be- 
cause one of the grandsons was not then 
in being, recognizing that the New York 
Rule is directed against remoteness of vest- 
ing as well as suspension of absolute owner- 
ship. However, the court 

HELD: that the cases determining that 
where the original trust instrument re- 
serves a power of revocation to the settlor, 
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the validity of trusts created by amend- 
ment are to be tested as of the time of the 
amendment [Schenectady Trust Co. v. Em- 
mons, 261 App. Div. 154, aff’d without opin- 
ion, 286 N. Y. 626, Nov. 1941 Trusts and 
Estates 572] were applicable in the instant 
case. The court seems to have been per- 
suaded by the argument that the broad 
language used in the reservation of the 
right to alter was equivalent to the right 
to revoke because it had been so determined 
in tax cases; and furthermore, the court 
declared that it felt obliged to adopt that 
construction which would render the trust 
valid. It would seem, however, that the 
instant case represents an extension of the 
rule approved in Schenectady Trust Co. v. 
Emmons, supra, inasmuch as there was not 
here any absolute power to revoke. 
———_—o——_—__—- 


Taxation — Income — Income Distri- 
butable in Trustee’s Discretion for 
Benefit of His Minor Children 


California—Supreme Court 
Borroughs v. McColgan, 133 P. (2d) 385 (Jan. 22, 
1943). 


In 1934, Borroughs transferred shares 
of stock to himself as trustee for the bene- 
fit of two minor children. The trusts were 
irrevocable, terminating on death of bene- 
ficiaries or when they became thirty years 
of age. (Apparently the trusts were dis- 
tributable to the beneficiaries at that time, 
but the opinion is not clear on this point.) 
Trustee was given discretion to accumu- 
late income during minority of children 
or to use it for their education, mainten- 
ance, etc. 

HELD: Trustor was taxable on trust 
income for 1935, although entire income 
was accumulated and he supported the 
children through other means. Court con- 
strues Sec. 12 (h) of California Personal 
Income Tax Act, identical with Sec. 167 
I.R.C., and applies doctrine of Douglas v. 
Willouts, 296 U. S. 1, Helvering v. Stokes, 
296 U. S. 551, and other cases decided un- 
der the Federal act. 
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